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THE AMERICAN ENERGY INITIATIVE, PART 4: 
H.R. , THE JOBS AND ENERGY PERMIT- 

TING ACT OF 2011 


WEDNESDAY, APRIL 13, 2011 

House of Representatives, 

Subcommittee on Energy and Power, 
Committee on Energy and Commerce, 

Washington, DC. 

The subcommittee met, pursuant to call, at 10:00 a.m., in room 
2322 of the Rayburn House Office Building, Hon. Ed Whitfield 
(chairman of the subcommittee) presiding. 

Members present: Representatives Whitfield, Shimkus, Walden, 
Terry, Burgess, Scalise, McMorris Rodgers, Olson, McKinley, Gard- 
ner, Pompeo, Griffith, Barton, Rush, Inslee, Green, Capps, Gon- 
zalez, and Waxman (ex officio). 

Staff present: Gary Andres, Staff Director; Charlotte Baker, 
Press Secretary; Anita Bradley, Senior Policy Advisor to Chairman 
Emeritus; Maryam Brown, Chief Counsel, Energy and Power; Gar- 
rett Golding, Legal Analyst, Energy; Cory Hicks, Policy Coordi- 
nator, Energy and Power; Ben Lieberman, Counsel, Energy and 
Power; Katie Novaria, Legislative Clerk; Phil Barnett, Staff Direc- 
tor; Alison Cassady, Senior Professional Staff Member; Greg 
Dotson, Energy and Environment Staff Director; Caitlin 
Haberman, Policy Analyst; and Alexandra Teitz, Senior Counsel, 
Environment and Energy. 

OPENING STATEMENT OF HON. ED WHITFIELD, A REPRESENT- 
ATIVE IN CONGRESS FROM THE COMMONWEALTH OF KEN- 
TUCKY 

Mr. Whitfield. It is 10 o’clock and I am going to call this hear- 
ing to order. This is our fourth in a series of hearings on our Amer- 
ican Energy Initiative, and that initiative is designed to explore ob- 
stacles to helping America become independent on its energy needs, 
both for transportation and also relating to the production of elec- 
tricity. Our goal is try to find and locate and identify obstacles to 
that independence and then try to take actions to deal with it. 

In addition to identifying obstacles, we are also trying to be 
proactive in ways to make it easier for production of domestic re- 
sources. Today, this hearing focuses on one part of this initiative, 
and that is the Jobs and Energy Permitting Act of 2011, which has 
been released in the form of a discussion draft by the gentleman 
from Colorado, Mr. Gardner. 

[The information appears at the conclusion of the hearing.] 

( 1 ) 
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I would just say that this came about because we identified a 
problem off the coast of Alaska in which a company trying to do 
exploration has been involved in a process that has taken over 5 
years to obtain a permit. And that was precisely the purpose of our 
hearings on American Energy Initiative is to, as I said, locate those 
obstacles, identify those obstacles, and then try to deal with it. 

So at this time I would like to yield to the gentleman from Colo- 
rado for a more thorough explanation of his discussion draft. 

[The prepared statement of Mr. Whitfield follows:] 

Prepared Statement of Hon. Ed Whitfield 

The hearing is called to order. This is our 4th in a series of hearings on the Amer- 
ican Energy Initiative, which seeks to comprehensively address high gasoline prices 
and other energy challenges facing the nation. Today’s hearing focuses on one part 
of the American Energy Initiative, the “Jobs and Energy Permitting Act of 2011,” 
which has been released in the form of a discussion draft by the gentleman from 
Colorado, Mr. Gardner. 

The overall goal of the American Energy Initiative is to best utilize all the tools 
available to us to address our energy challenges. First and foremost, that means in- 
creasing production of domestic energy, and the subject of the Jobs and Energy Per- 
mitting Act is the state with far and away the greatest untapped domestic oil poten- 
tial — Alaska. The estimates of available oil there are very promising. In fact, it 
could replace ALL of our imports from Saudi Arabia. 

But the federal red tape preventing that potential from being realized poses a 
daunting challenge. The discussion draft seeks to streamline the red tape and bring 
that oil online in the years ahead. That it has taken one energy producer over 5 
years to get a Clean Air Permit in the OCS is unprecedented, even for EPA. 

The benefits of accessing Alaskan oil would be substantial. More Alaskan oil 
would mean lower future prices at the pump as well as reduced reliance on imports 
from unstable and unfriendly countries. That alone is ample reason to move for- 
ward, but increased Alaskan production would have the added benefit of creating 
tens of thousands of well pa 3 dng energy industry jobs. It would also provide billions 
in federal, state, and local revenues — and do so without raising taxes. 

Expanded domestic oil production is strongly supported by the American people, 
but as we will learn, it is even more strongly supported by the Alaskan people, in- 
cluding those who live in the North Slope closest to where most of the new produc- 
tion would occur. We ought to listen to the Alaskan people, rather than lecture to 
them. 

Alaskans care about the environment, and they will insist that energy production 
leave as light a footprint on their state as is possible. 

The state of Alaska wants to make a major contribution to solving the energy 
problems the nation faces, and the Jobs and Energy Permitting Act of 2011 ensures 
that they are not prevented from doing so. 

I yield the balance of my time to Mr. Gardner. 


OPENING STATEMENT OF HON. CORY GARDNER, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF COLO- 
RADO 

Mr. Gardner. Thank you, Mr. Chairman. Thank you for the 
hearing today. I look forward to working with you and other mem- 
bers of the committee. And thank you to the witnesses that will be 
testifying today. 

I come from an energy-producing State and I have had the privi- 
lege of collaborating with many colleagues from other such States 
in a project that are calling the American Energy Initiative. Of 
course, there are significant regional differences. The oil and gas 
industry in the Rockies faces different technical, economic, and 
legal challenges than oil and gas in the Gulf of Mexico or else- 
where. And coal production in Colorado and other Western States 
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has both similarities and differences with our Appalachian counter- 
parts. 

But whichever energy-producing State we come from, one thing 
that we all having in common is that the Federal Government is 
holding us back from meeting our potential to produce more domes- 
tic energy. Changing that is going to be a big part of the American 
Energy Initiative. 

This is our fourth multi-day hearing on the American Energy Ini- 
tiative and today we are going to focus on offshore oil and gas pro- 
duction and especially streamlining the process of offshore permit- 
ting. These impediments have already delayed activities in the 
Beaufort Sea off of Alaska’s North Slope where exploration has yet 
to even begin on leases that were signed over 5 years ago. The Jobs 
and Energy Permitting Act of 2011 discussion draft seeks to ad- 
dress current problems in EPA’s offshore permitting requirements. 

Offshore Alaska holds tremendous potential but not if we allow 
the status quo to continue. Production in the arctic OCS could pro- 
vide a million barrels of oil a day, comparable to what we currently 
get from Saudi Arabia. But unlike Saudi Arabia, this domestic pro- 
duction is blocked by a convoluted permitting system in place that 
is difficult, if not impossible, to navigate. The fact that the owner 
of the leases had already secured something like 35 permits but 
could not start drilling because it could not get the 36th would be 
funny if not for the adverse consequences in lost domestic energy 
and lost jobs. 

Keep in mind we are not talking about an area the Federal Gov- 
ernment has placed off-limits to energy leasing, of which there are 
far too many. We are talking about an area that was already 
leased but for which the lease is essentially being nullified with red 
tape. That needs to change. 

The current anti-domestic-energy philosophy is not what the 
American people want. No matter how many times President 
Obama insists that America doesn’t have enough domestic oil to 
make any difference, the public isn’t buying it. They want our oil 
supplies unlocked and understand full well the benefits of doing so. 
They see the impact that production has in their communities in 
the jobs it brings. This bill alone has the potential to create 40,000 
to 50,000 jobs annually and $75 billion in payroll. And we are not 
just talking about jobs and income in Alaska. Increased oil produc- 
tion in Alaska will result in jobs across the United States. 

One thing I can attest to is that a majority of Coloradans support 
increased energy production in the State. Yes, we expect strong en- 
vironmental safeguards, but we don’t want those safeguards to be 
exploited by activists into an excuse to shut the energy industry 
down. 

Coloradans are proud to live in a State that produces energy for 
the rest of the Nation and recognizes the benefits in terms of high- 
paying jobs, as well as state and local revenues. And as we will 
soon here, that sentiment is true of native Alaskans as it is of na- 
tive Coloradans. In fact, there are very few elected officials from 
Alaska who support the existing constraints on energy production 
there. 

We have a great panel, including some who came from very far 
away to be here and who booked their flights in the midst of a po- 
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tential government shutdown. So we really, truly appreciate your 
time to be here today. And I look forward to learning more about 
Alaska’s energy situation and what we in Congress can do to im- 
prove it. Thank you very much for the opportunity to hear this bill 
today and for your work and testimony today. 

Mr. Whitfield. Thank you, Mr. Gardner. At this time, Mr. Rush, 
you are recognized for 5 minutes. 

OPENING STATEMENT OF HON. BOBBY L. RUSH, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Rush. I want to thank you, Mr. Chairman, and I want to 
thank all of the guests who are going to be with us today. 

Mr. Chairman, today we hear testimony regarding the discussion 
draft of the so-called Jobs and Energy Permitting Act of 2011. This 
will amend Section 328 of the Clean Air Act that addresses air pol- 
lution from Outer Continental Shelf drilling activities. While I have 
some reservations about the bill as written, my biggest concern 
with today’s hearing is that we will not have the opportunity to 
hear from representatives from the Environmental Protection 
Agency. As I am told, they were not given sufficient advanced no- 
tice in order to appear before us today. And I find it very troubling 
that we are here to discuss amending sections of the Clean Air Act 
without the benefit of having EPA’s expertise to help guide and in- 
form our decision. 

As you know, Mr. Chairman, Ranking Member Waxman and I 
wrote you a letter and Chairman Upton on Friday asking you to 
postpone this hearing until we could have the appropriate rep- 
resentatives from EPA to testify before us. And I am surely dis- 
appointed that this reasonable request could not be met since this 
bill would make significant changes to the Clean Air Act, rules that 
EPA is in charge of implementing. I only hope that as this discus- 
sion draft moves through the legislative process that we will get a 
chance to hear from EPA directly at any future hearing scheduled 
on this bill in order to help inform the final product. 

As far as the discussion draft itself is concerned, one of my main 
concerns deals with expediting the permitting process, which may 
limit the opportunities for review as well as public input. While I 
am not necessarily against streamlining the permitting process in 
general, I want to make sure that we are giving local communities 
adequate time to comment on proposed permits before they are en- 
acted. 

Another concern deals with shifting the judicial review away 
from the Environmental Appeals Board, which has almost 20 years 
of experience in the highly technical area of preventing of signifi- 
cant deterioration or PDS permits that moving the process to D.C. 
Circuit Court of Appeals, which lacks any of this technical exper- 
tise. Requiring local stakeholders to travel all the way to Wash- 
ington, D.C., in order to raise concerns about local air quality im- 
pacts could prove to be overly costly and also burdensome if not 
outright impossible for less well-to-do communities. 

Finally, I look forward to hearing more discussion regarding the 
application of emissions control requirements under the new Con- 
vention of Significant Deterioration, CSD program of the Clean Air 
Act. Other than the proposed legislation, support vessels such as 
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ice riggers and oil spill response vessels, which may contribute a 
majority of the air pollution associated with drilling activities, 
would not be subject to best available control technology emission 
reduction requirements or other requirements adopted under the 
CSD program. I would like a better understanding of how this 
would impact air quality for our local communities. 

So I look forward to today’s hearing and I look forward to hear- 
ing all of our witnesses today in order to get a better under- 
standing of how this proposed legislation would impact local stake- 
holders, as well as how it would benefit oil and gas companies con- 
ducting the drilling in the Outer Continental Shelf. Mr. Chairman, 
I yield the balance of my time to the ranking member if he wants 
my time and his time as well. If anybody else is wanting some 
time? OK. I yield back the balance of my time. 

Mr. Whitfield. Mr. Rush, I would just make one comment. We 
did invite EPA representatives to attend today’s hearing and Fri- 
day’s hearing. They have refused to come. I believe they have a lot 
of qualified people over there and maybe just because Gina McCar- 
thy was unable to come, I know they have enough qualified people 
to come and attend these hearings. We, as you know, have a full 
schedule of hearings. We intend to move a lot of legislation, and 
we are not going to allow EPA to dictate our schedule. 

At this time I recognize the gentleman from 

Mr. Rush. Mr. Chairman, if I may respond? 

Mr. Whitfield. Yes. 

Mr. Rush. I think that it is reasonable that the EPA should be 
given adequate notice. Now, I just don’t think that we can continue 
just to barrel through this without EPA given adequate notice and 
I think that is reasonable. 

Mr. Whitfield. I think we did give them adequate notice and 
hopefully they will come to our next hearing. 

At this time I will recognize the gentleman from Texas for 5 min- 
utes. 

Mr. Barton. I thank the gentleman. You know, I don’t think it 
takes a rocket scientist to understand we are reviewing a lot of 
things that the EPA is involved in, with all due respect to my good 
friend Mr. Rush. It is a 3-minute cab ride from the EPA building. 
It is a 10-second phone call. And if they don’t know that they are 
going to be called to testify before this subcommittee and this full 
committee numerous times in the next 2 years, they need to take 
an IQ test because they are going to be called. And if Mr. Waxman 
and Mr. Rush needs to let them know that, if they don’t under- 
stand what Mr. Whitfield and Mr. Upton are saying, maybe we are 
not saying it in the right way or the right tone, but it is no surprise 
that we are going to be asking the EPA to come and justify or at 
least give their comments on some of the things that we are doing. 

Well, I am very glad to see my good friend Mr. Young. We have 
a tremendous expert here in Congress and a former chairman of 
two committees and we know he is an expert on Alaska. And after 
he does whatever he does he will be back. 

Mr. Rush. He better hurry up because we have got a lot of busi- 
ness to take care of 



6 


OPENING STATEMENT OF HON. JOE BARTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Barton. This hearing, Mr. Chairman, is going to be a revela- 
tion to the country, I believe, when they find out what the EPA has 
not done up in Alaska. We have tremendous oil and gas potential 
in the Outer Continental Shelf. And under the Clean Air Act, the 
EPA, unlike the Gulf of Mexico, has the right to give some of these 
permits. When you hear some of the representatives from some of 
the industry testify later in today, I think panel members are going 
to be stunned that the reason these permits haven’t been given is 
because they can’t decide whether it is a stationary source or a mo- 
bile source because it is a drilling ship, not a drilling platform. 
They can’t decide where to measure air quality, whether they 
measure it at the side of the ship, onshore, or someplace in be- 
tween. It is the most bureaucratic gobbledygook I have ever en- 
countered. You know, there is absolutely no question that the EPA 
has the authority but just because you have the authority doesn’t 
give you the opportunity just to sit on your hands and think of one 
bureaucratic excuse after another to not make a decision. And that 
is, I believe, what we are going to find today. 

We need to have a responsible drilling program. The President 
himself with respect to this particular area of our country stated 
in his blueprint for secure energy future on March the 30th that 
the administration remains committed to facilitating development 
in this region, which will require consideration across the Federal 
Government. He went on to state that a cross-agency team would 
be created to coordinate and facilitate efficient offshore permitting. 

So I am going to yield the balance of my time to Mr. Shimkus. 
But this hearing is one that we really need to pay attention to be- 
cause of the huge potential we have for domestic oil and gas pro- 
duction in the OCS off the coast of Alaska. 

And with that I yield the balance of my time to Mr. Shimkus. 

Mr. Shimkus. Thank you, Mr. Barton. 

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 

America is one of the few countries that sees its natural re- 
sources as a hindrance, not as a national advantage. We have said 
this numerous times, and as gas prices go up, we have to make 
sure we fully use our natural resources. 

I know about Alaska and I know about jobs. My late father-in- 
law worked on the Alaskan pipeline. He was a microwave commu- 
nication engineer. He flew the pipeline. He was one of many people 
who came up from the lower 48 to get good-paying jobs and raised 
a family of three. So fossil fuel energy development is job creation 
in an economy that needs jobs. 

And I will end on this. There are over 17,000 employees in the 
Environmental Protection Agency. Seventeen thousand. Surely, one 
of them could have come to the hearing, I would imagine. Maybe 
one could have come to the hearing and all of the other hearings 
we are going to be holding in the future. 

Mr. Rush. Will the gentleman yield? 

Mr. Shimkus. I would be happy to yield. 
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Mr. Rush. I understand that the janitor is available. And he 
said 

Mr. Shimkus. Well, for some of us mayhe the janitor would give 
better testimony than some of the career bureaucrats they have in 
the EPA. I yield back. 

Mr. Whitfield. The gentleman from California, Mr. Waxman, is 
recognized for 5 minutes. 

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Mr. Waxman. Mr. Chairman, today’s hearing examines legisla- 
tion to amend the Clean Air Act provisions that protect air quality 
when offshore oil and gas are developed. I hope we can reach 
agreement on this legislation but I cannot support it in its current 
form. 

This legislation is being considered at the behest of a single com- 
pany in response to two permit applications in Alaska, yet would 
apply broadly to the East and West Coast and part of the coast of 
Florida. Here, Shell has identified an area where the statute is am- 
biguous. As a result, permits are delayed while EPA, the stake- 
holders, and the Environmental Appeals Board work to resolve 
these issues. I believe it would be appropriate for this committee 
to provide clarity on these matters. I hope we can work together 
to develop legislative language that would resolve those issues in 
an appropriate and targeted manner. 

But as we provide clarity, we must also realize these are large 
industrial facilities located off-coast where people live and in wa- 
ters where people fish and whale. Shell’s Discover operation emits 
more pollution than a 1,000-megawatt natural gas power plant and 
almost as much as a new oil refinery. Our goal should be to resolve 
this issue without sacrificing air quality. Shell has also raised con- 
cerns about the length of time of the permitting process. This is 
also an area where it is critical to strike the proper balance. 

The Clean Air Act has always provided for extensive and open 
stakeholder input to EPA’s decision making. This is an essential 
principle of the law. It ensures that the government is responsible 
to citizens who want clean air and to industry, which wants to con- 
duct activities that emit air pollution. While Shell has raised legiti- 
mate concerns about the permit process, the language before us 
goes too far. It eliminates the opportunity for any administrative 
review of EPA decisions except for a narrow exception that would 
apply only to the permit application. It moves all judicial appeals 
from the regional circuit courts of appeals to the D.C. circuit, and 
it requires EPA to issue final permits in 6 months, which will limit 
the time for public comment and may preclude the EPA from devel- 
oping the record necessary to support its final decisions in court. 

One effect of these changes would be to make it much more dif- 
ficult for local citizens who are directly affected by air pollution 
from a project to raise concerns requiring Alaskans to fly to Wash- 
ington, D.C. To challenge a permit decision is a real burden. Elimi- 
nating administrative reviews creates an additional hurdle for citi- 
zens. Administrative reviews are faster, less formal, don’t impose 
fees, don’t require a lawyer, and are often conducted by 
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videoconferencing. They also do not allow participants to recover 
attorney’s fees. 

I am also concerned about how this proposal will affect California 
and other States. In California, EPA has delegated the authority 
to issue permits for offshore oil and gas activities to local air pollu- 
tion control agencies. The changes in this bill would override state 
and local interpretations, laws, and regulations that California has 
adopted to help meet its severe air pollution problems. It would 
also remove all appeals of California’s permits from state hearing 
boards and state courts to the D.C. circuit. This is a significant in- 
fringement of local control over local air pollution matters. 

I want to close with a comment on process. I am disappointed 
that EPA is not present to testify today. If we are going to reach 
consensus, we are going to need the input of the Agency experts, 
as well as witnesses from California and other affected areas. 
Chairman Whitfield has today rejected our request. His position 
appears to us that it is reasonable to give the Agency just a few 
days’ notice and expect EPA to be able to send a witness to the 
hearing today. I understand Gina McCarthy is testifying today on 
a legislative matter before another committee. That is not fair. 
That is not how we treated administration witnesses in prior Con- 
gresses. Eor that reason, the Democrats on the committee are in- 
voking our rights under Rule 11 to request a minority day of hear- 
ings. I believe scheduling our requested hearing will help the com- 
mittee produce balanced legislation that achieves its stated goal 
and has a chance of enactment. I look forward to what the wit- 
nesses have to say. And we will withdraw that petition, Mr. Chair- 
man. You indicated you will have EPA at other hearings. I didn’t 
know if you meant other hearings on this bill or other hearings on 
other bills. But on this bill we do want EPA, we do want other wit- 
nesses to be able to testify, and we are giving you that Rule 11. 

Mr. Whitfield. Thank you, Mr. Waxman. At this time I would 
like to introduce the first panel. 

Mr. Rush. Mr. Chairman, if I might before we hear the first 
panel, Mr. Shimkus has just shared with me an email that he re- 
ceived. The husband of our former member Jane Harman, Sidney, 
passed a few moments ago earlier and I was just wanting to inform 
all the members of the subcommittee and also inviting them to 
keep the Harman family in their prayers. 

Mr. Whitfield. Thank you, Mr. Rush, and thank you, Mr. 
Shimkus, for letting us know about that. 

We are delighted to have these elected representatives on our 
first panel. They really do not need any introduction but Rep- 
resentative Don Young from the State of Alaska, Senator Lisa Mur- 
kowski from the State of Alaska, and Senator Mark Begich from 
the State of Alaska. We know that that State is certainly impacted 
by decisions or lack of decisions made by EPA on air quality per- 
mits. 

And at this time, Mr. Young, I would like to recognize you for 
5 minutes for your opening statement. 

Mr. Young. Mr. Chairman, if I could, I would like to go down 
the seniority rule. I am the senior member but we do have two 
Senators here and they have lots of things to do on the other side. 
So at this time I would like to recognize Senator Murkowski, the 
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senior Senator from that side, and I would yield to her and then 
I will take my time when she finishes. 

Mr. Whitfield. Well, Mr. Young, you are being so kind today, 
which we appreciate. 

Mr. Young. If you take a look at my eyes, you know I am being 
kind. 

Mr. Whitfield. Well, Senator Murkowski, I will recognize you 
for 5 minutes. 

STATEMENTS OF HON. LISA MURKOWSKI, A UNITED STATES 

SENATOR FROM THE STATE OF ALASKA; HON. MARK 

BEGICH, A UNITED STATES SENATOR FROM THE STATE OF 

ALASKA; AND HON. DON YOUNG, A REPRESENTATIVE IN 

CONGRESS FROM THE STATE OF ALASKA 

STATEMENT OF HON. LISA MURKOWSKI 

Ms. Murkowski. Thank you, Mr. Chairman, and I thank my col- 
league, Congressman Young. We are not going to suggest how 
many fights you get in on behalf of the State of Alaska, but you 
are playing the role here today. 

Mr. Whitfield. Do you have your microphone on. Senator? 

Ms. Murkowski. Maybe I just need it a little bit closer. Is that 
better? Thank you, Mr. Chairman, and ladies and gentleman, 
thank you for your attention to this issue this morning. The fact 
that you have the full Alaska delegation represented here today. 
Republicans, Democrats, House and Senate together to testify on 
this issue I think speaks to the significance and the importance of 
this to those of us in Alaska. 

Congressman Young has recognized me as the senior Senator, 
but I am also the ranking member of the Senate Committee on En- 
ergy and Natural Resources, as well as the ranking member on the 
Appropriations Subcommittee on Interior and the Environment. So 
we have been paying, of course, particular attention to this issue 
on the Senate side. 

You are going to hear some good testimony here today. But I 
think one of the most critical pieces that you will hear is the fact 
that America’s most critical piece of infrastructure, the Trans-Alas- 
ka Pipeline, is now less than 1/3 full. The tremendous resources 
that are beneath Alaska’s OCS could help us fill up that pipeline, 
slash America’s dependence on foreign oil, create new jobs, and 
generate new government revenues at a time when we are all seek- 
ing those. And yet despite these much-needed benefits, even explo- 
ration has been blocked because of the EPA’s continued inability — 
or perhaps simple unwillingness — to issue valid air permits. 

You are going to hear the specifics of EPA’s failure to comply 
with both the intent of the Clean Air Act and with Congress’ direc- 
tive in the fiscal year 2010 Interior and EPA Appropriations bills. 
And I will simply say right at the outset it doesn’t really matter 
what your opinion is about offshore oil or gas development, in the 
Arctic or elsewhere, it is absolutely indefensible — indefensible — for 
a permit application to take 6 years — 6 years — when the EPA Ad- 
ministrator has testified, as she did in my Appropriations sub- 
committee, that there is no anticipated human health risk that is 
at issue. She has stated full out there is no human health risk 
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here. So it has heen 6 years and counting, Mr. Chairman, despite 
no anticipated risk. 

I would also suggest to the members of this committee that it is 
likewise indefensible to allow the EPA’s failure to serve as a de 
facto veto over the national energy security interests of the Outer 
Continental Shelf. The OCS Lands Act assigns the Interior Depart- 
ment with the mission of the expeditious development of energy re- 
sources — and those resources belong to the American people, not to 
any corporation and certainly not any federal agency. It cannot be 
the EPA’s decision, nor their Environmental Appeals Board’s deci- 
sion, that determines whether Americans benefit from their hold- 
ings in the OCS. 

The EPA’s core competencies are supposed to involve both an un- 
derstanding of human health impacts and a command of air quality 
permitting regimes so that a regulated operation — be it a power 
plant, a factory, a drilling rig — can have a level of reasonable ex- 
pectation about the timing of their application, especially when 
there is no human health risk at issue. Instead, we are witnessing 
core incompetency. The air permitting process has been confused 
and really taken advantage of by those who have found the Clean 
Air Act to be less of an air quality statute and more of a hidden, 
blunt instrument that can be used to stop energy exploration. 

This is no longer a matter of understanding the process better 
or taking even greater steps to ensure air quality concerns are ad- 
dressed. If the EAB cannot accept a permit that took this long and 
this much accommodation to issue, then EAB has no place in the 
process. And likewise, if the EPA can’t demonstrate some com- 
petency, especially as congressional urging and intent becomes 
more clear, then EPA should not expect to keep its authority for 
long. 

Mr. Chairman, members of the committee, I am grateful for the 
opportunity to testify to you, with you this morning. I do note the 
discussion going back and forth about the invitation to EPA to tes- 
tify. I think it is an important issue and that EPA should be in- 
volved and I think clearly an invitation to come and sit before you 
and provide that information is important. I will remind you, how- 
ever, that given the very busy schedule that we have on the other 
side. Senator Begich and I were able to clear the decks, but I think 
just about a day-and-a-half notice. This is important to us. I would 
think that the EPA would think it is important to them as well. 
Thank you. 

[The prepared statement of Ms. Murkowski follows:] 

Prepared Statement of Hon. Lisa Murkowski 

Chairman Upton, Ranking Member Waxman, and distinguished members of the 
Committee, thank you for the invitation to testify today about outer Continental 
Shelf air quality issues. As the Ranking Member of the Senate Committee on En- 
ergy and Natural Resources, the Ranking Member of the Appropriations Sub- 
committee on Interior and the Environment, and above all the Senior Senator for 
the State of Alaska, my interest in this issue could not be greater. 

You are all by now aware that one of America’s most critical pieces of infrastruc- 
ture, the Trans Alaska Pipeline, is now less than one-third full. The tremendous re- 
sources beneath Alaska’s OCS could help refill that pipeline, slash America’s de- 
pendence on foreign oil, create new jobs, and generate new government revenues. 
Yet despite these much-needed benefits, even exploration has been blocked because 
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of the Environmental Protection Agency’s continued inability - or simple unwilling- 
ness - to issue valid air permits. 

My fellow witnesses will testify to the specifics of EPA’s failure to comply with 
both the intent of the Clean Air Act and with Congress’ directive in the Fiscal Year 
2010 Interior and EPA Appropriations bill. I will simply say at the outset that no 
matter what anyone’s opinion is about offshore oil and gas development, in the Arc- 
tic or elsewhere, it is indefensible for a permit application to take six years when 
the EPA Administrator has testified, as she did in my Appropriations subcommittee, 
that there is no anticipated human health risk at issue. That’s six years and count- 
ing, Mr. Chairman, despite no anticipated risk. 

I would also suggest to the members of this committee that it is likewise indefen- 
sible to allow the EPA’s failures to serve as a de-facto veto over the national energy 
security interests of the outer Continental Shelf. The Outer Continental Shelf Lands 
Act assigns the Interior Department with the mission of the expeditious develop- 
ment of energy resources - and those resources belong to the American people, not 
any corporation and certainly not any federal agency. It cannot be the EPA’s deci- 
sion, nor their Environmental Appeals Board’s decision, that determines whether 
Americans benefit from their holdings in the OCS. 

The EPA’s core competencies are supposed to involve both an understanding of 
human health impacts and a command of air quality permitting regimes so that a 
regulated operation - be it a power plant, a factory, or a drilling rig - can have a 
level of reasonable expectation about the timing of their application, especially when 
there’s no human health risk at issue. Instead, we’re witnessing core incompetency. 
The air permitting process has been confused and really taken advantage of by 
those who have found the Clean Air Act to be less of an air quality statute and more 
of a hidden, blunt instrument that can be used to stop energy exploration. 

This is no longer a matter of understanding the process better or taking even 
greater steps to ensure air quality concerns are addressed. If the EAB cannot accept 
a permit that took this long and this much accommodation to issue, EAB has no 
place in the process. And likewise, if the EPA cannot demonstrate some competency, 
especially as Congressional urging and intent becomes more clear, then EPA should 
not expect to keep its authority for long. 

Mr. Chairman and members of this committee, I am grateful for the opportunity 
to testify before you. Chairman Upton, I thank you for your engagement on this im- 
portant issue. This is an area where Congress can act - and I believe must act - 
to considerably improve our nation’s energy policy. 

Mr. Whitfield. Thank you, Senator Murkowski. Senator Begich, 
you are recognized for 5 minutes. 

STATEMENT OF HON. MARK BEGICH 

Mr. Begich. Thank you very much, Chairman Whitfield, and 
Ranking Member Rush, and the members of the subcommittee. 
Thank you for the opportunity to cross the Capitol to testify today 
and congratulations on pursuing the American Energy Initiative. 

As our economy regains steam from the worst economic crisis 
since the Great Depression, developing America’s energy resources 
for Americans and by Americans is a vital part of our recovery. 
About a month ago. President Obama proposed essentially that 
when he called for an increased domestic oil and gas development 
and cutting foreign oil imports by a third by 2025. The President 
even said his administration was “looking at potential new develop- 
ments in Alaska both onshore and offshore.” We Alaskans were 
glad to hear the President use the word “Alaska.” As American’s 
energy storehouse for better than a quarter of a century, we are 
anxious to continue supplying our Nation a stable source of energy, 
just as we have done since the oil starting to flow through the 
Trans-Alaska Pipeline in 1977. 

Simply put, Alaska has enormous untapped oil and gas reserves, 
an estimated 40 to 60 billion barrels of oil on state and federal 
lands and waters. That is approaching a decade’s worth of U.S. 
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consumption. And we also hold the Nation’s largest conventional 
natural gas reserves, more than 100 trillion cubic feet of this clean- 
burning fuel. There is no way you can do an energy plan without 
Alaska being a part of it for our economic security and our national 
security. 

As is always the case, it is the details that matter. While we wel- 
come the President’s interest in increased energy development in 
our State, his administration — and those which preceded him — 
have enacted roadblocks to this laudable goal. I know the hearing 
today focuses on offshore activity, but the problem is widespread. 
In the National Petroleum Reserve-Alaska, ConocoPhillips has 
been working for years to secure a permit to build a bridge into a 
petroleum reserve to develop oil only to be stalled by the Army 
Corps of Engineers and EPA. 

In the offshore. Shell has been working for 5 years and now ap- 
proaching 6 years, invested more than $3 billion for the oppor- 
tunity to drill exploratory wells in Alaska’s Chukchi Sea. They 
have gotten very close last year, but just when it appeared the de- 
velopment had the green light a few weeks ago, an internal EPA 
Environmental Appeals Board sent the air quality permit back to 
the drawing board. 

Mr. Chairman, I have to confess that I haven’t studied your bill 
closely. But I do endorse the call for a change. Business as usual 
simply isn’t working when it comes to increased oil and gas devel- 
opment in my State. That is why I recently offered two relevant 
proposals to change. 

First, creation of a federal coordinator for the Arctic OCS. This 
would be modeled after legislation the late Senator Ted Stevens 
passed establishing a federal gas pipeline coordinator. This office 
would have authority to work across the agencies causing Alaska 
so much heartburn today — the EPA, Army Corps of Engineers, and 
the Interior Department. The federal OCS coordinator would work 
with the State of Alaska and affected local governments to stream- 
line development in the Chukchi and Beaufort seas, which hold 
such promise for the future of oil and gas development for our 
State and for this country. 

Second, I would suggest, along with my colleague Senator Mur- 
kowski, that legislation to transfer the authority to regulate air 
quality in OCS oil and gas development off Alaska from EPA to the 
Interior Department, as is done in the Gulf of Mexico. Your legisla- 
tion appears to make the EPA process work more like the Interior 
Department. Either way, we need to get to a place where one agen- 
cy is in charge, where the process is the same across the country, 
and where people who invest time and money get a result on a rea- 
sonable time frame. 

Thank you for your efforts. As you see today, this is a combined 
effort by our delegation that Alaska oil and gas development is crit- 
ical to our national energy portfolio, our national security, and our 
economic security. So we are just honored to be here. Thank you, 
Mr. Chairman. 

[The prepared statement of Mr. Begich follows:] 

Prepared Statement of Hon. Mark Begich 

Chairman Whitfield, ranking member Rush and members of the subcommittee. 
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Thank you for the opportunity to cross the Capitol to testify today. And congratu- 
lations for pursuing the American Energy Initiative. 

As our economy regains steam from the worst economic crisis since the Great De- 
pression, developing America’s energy resources for Americans and by Americans is 
a vital part of our recovery. 

About a month ago, President Obama proposed essentially that when he called 
for increased domestic oil and gas development and cutting foreign oil imports by 
a third by 2025. 

The President even said his administration is - quote - 'looking at potential new 
development in Alaska, both onshore and offshore." 

We Alaskans were glad to hear the President use the "A" word: Alaska. As Amer- 
ica’s energy storehouse for better than a quarter century, we are anxious to continue 
suppl 3 dng our nation a stable source of energy just as we have been doing since oil 
starting flowing through the trans-Alaska pipeline in 1977. 

Simply put, Alaska has enormous untapped oil and gas reserves - an estimated 
40 to 60 billion barrels of oil on state and federal lands and waters. That’s approach- 
ing a decade’s worth of U.S. consumption. 

And we also hold the nation’s largest conventional natural gas reserves - more 
than 100 trillion cubic feet of this clean-burning fuel. 

As is always the case, it’s the details that matter. While we welcome the Presi- 
dent’s interest in increased energy development in our state, his administration - 
and those which preceded him - have enacted roadblocks to this laudable goal. 

I know the hearing today focuses on offshore activity, but the problem is wide- 
spread. In the National Petroleum Reserve-Alaska, ConocoPhillips has been working 
for years to secure a permit to build a bridge into a petroleum reserve to develop- 
ment oil - only to be stalled by the Army Corps of Engineers and EPA. 

In the offshore. Shell has been working for five years and invested more than $3 
billion for the opportunity to drill exploratory wells in Alaska’s Chukchi Sea. 

They got very close last year, but just when it appeared the development had the 
green light a few weeks ago, an internal EPA Environmental Appeals Board sent 
the air quality permit back to the drawing board. 

Mr. Chairman, I have to confess that I haven’t studied your bill closely. But I do 
endorse the call for a change. 

Business as usual simply isn’t working when it comes to increased oil and gas de- 
velopment in my state. 

That’s why I recently offered two relevant proposals for change. 

First, creation of a federal coordinator for the Arctic OCS. This would be modeled 
after legislation the late Senator Ted Stevens passed establishing a federal gas pipe- 
line coordinator. 

This office would have authority to work across the agencies causing Alaska so 
much heartburn today - the EPA, Army Corps of Engineers and Interior Depart- 
ment. 

The federal OCS coordinator would work with the State of Alaska and affected 
local governments to streamline development in the Chukchi and Beaufort seas, 
which hold such promise for future oil and gas development. 

Second, I suggested legislation to transfer the authority to regulate air quality in 
OCS oil and gas development off Alaska from EPA to the Interior Department, as 
is done in the Gulf of Mexico. Your legislation appears to make the EPA process 
work like what Interior does now. 

Either way, we need to get to a place where one agency is in charge, where the 
process is the same across the country and where people who invest time and money 
get a result on a reasonable time frame. 

Thank you for your efforts and as you see today, these are ideas that almost all 
of our state can get behind. 

Thank you, Mr. Chairman, for this opportunity. 

Mr. Whitfield. Senator Begich, thanks so much for your testi- 
mony. Now, Mr. Young. 

STATEMENT OF HON. DON YOUNG 

Mr. Young. Mr. Chairman, much has been said in my statement 
by the two Senators and I won’t repeat it. I ask unanimous consent 
to submit it for the record. Mr. Chairman, they both put out the 
information. 5 years we have been waiting for a permit. We did get 
a permit from EPA. Then the Appeals Board turned it down. In the 
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continuing resolution we passed earlier on this year, we took away 
the authority of the Appeals Board to do so. And I think that is 
important because we have gone through this. And really it is all 
about a ship. And this ship has put millions of dollars to make sure 
that they have clean air. And the EPA finally declared that they 
did have clean air and yet the Appeals Board, on an interest group, 
turned down the permit, another 5 years. 

But I want to go back to the concept of this Nation and where 
we are today. I think you may have read the paper today on the 
cost of fuel. And it will affect the economy. And by the way, the 
people in Chicago is about 4.36 a gallon now. It will be $5 by the 
1st of July. Now, that does stifle this economy. And some people 
say we have to get off of fossil fuel economy. But the meantime I 
saw my President go down to Brazil and say we are going to be 
your partners. We are going to buy your oil. Now, that doesn’t 
make sense to me. Never has made sense to me when we spend 
billions of dollars to send money overseas, taking jobs away from 
Americans and making us more dependent upon foreign countries 
to run our economy. You can’t do that. 

We have a big budget battle going on right now. That budget bat- 
tle has really been caused by the lack of being able to develop our 
fossil fuels. And by the way, don’t buy this concept there is any 
shortage of fossil fuels. If you read the science, we have as much 
fossil fuels as most of the foreign countries do, and especially in 
Alaska. We figure there is 27 billion barrels of oil in Chukchi alone, 
probably 10 billion in Beaufort Sea. That is a tremendous amount 
of oil. 

Now, I am not talking about Florida. I am not talking about Cali- 
fornia, West Virginia, or any other State. I am talking about Alas- 
ka alone with a pipeline right now is 1/3. Fort Greely got shut 
down this last winter. It got shut down because we had a small 
spill that was controlled by the way the line was developed. And 
we were able to take and restart it. 

And by the way, you talk about the EPA. That is an Agency that 
has run amok. They arrived there in Alaska and tried to tell the 
State that they were going to take control, that it was their respon- 
sibility, and we could not start the pipeline without their oK. If it 
had been stuck down 2 more days, it would have frozen that pipe- 
line. The oil would not flow. And that is 12 percent of our economy 
today, our oil production today in the United States. It was at one 
time 25 percent. 

So I am suggesting your legislation is long overdue. You know, 
the EPA is an agency right now that thinks that they can thumb 
their nose at you — I didn’t thumb my nose at you — and not answer 
questions. They should be here. Now, I can’t quite understand that. 
Like you say 17,000 employees and they couldn’t — send a janitor 
down. I think it would be a good idea. Because what they say — 
don’t you even touch this. We are now the authority. We are now 
the Government of the United States and don’t you even question 
us. This so-called oilfield is 70 miles offshore and we are really 
talking about a rig, a drill ship, one ship which they put all the 
efforts into it to make sure that it got clean air. And to have an 
agency say no, national security doesn’t count. We are worried 
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about the inhabitants, and by the way, the inhabitants, you are 
going to hear testimony later from one of them. 

But I communicate and I represent that whole State. There are 
two Senators, one Congressman. And you will find out they worked 
very hard — Shell has worked very hard with Point Barrow and the 
others for committing in those areas and in fact they have an 
agreement working together with the local communities. 

Now, of course, you are going to have dissent. We know that. 
Dissent usually fueled by outside interests. And we know that, too. 
We will fight this battle. And by the way, I am the only person in 
this room that had the pipeline built in 1973. We passed that legis- 
lation out of Congress. Whatever we have to do in this Congress, 
if we want energy independence, we have to have that one provi- 
sion I put in that bill, and that is a provision there shall be no law- 
suits by interest groups to stop a project in the name of national 
security. 

And we did that. We built that pipeline in 3 years. It is one of 
the greatest wonders of human construction that has ever been 
seen and has worked beautifully through earthquakes and other 
activities. It can be done, but we have to get oil back in that pipe- 
line. And one way we can do it is through your legislation. Thank 
you, Mr. Chairman. 

[The prepared statement of Mr. Young follows:] 

Prepared Statement of Hon. Don Young 

Chairman Whitfield and Ranking Member Rush, thank you for holding this hear- 
ing and giving me this opportunity to testify. 

Since 2005, companies have spent $4 billion dollars and acquired 680 leases off 
the Arctic coast of Alaska but have been unable to drill them, not because of safety 
or environmental reasons, but due to the federal government’s inability or unwill- 
ingness to issue them. 

But through all of this, the primary problem has been EPA’s inability to issue an 
adequate air permit for a drill ship that would operate for a maximum of 120 days 
in an offshore area approximately 70 miles from the closest humans. 

The Federal government’s inability to issue viable permits to drill offshore Alaska 
is keeping resources and domestic jobs from the American people. 

EPA’s failure has jeopardized tens of thousands of high-paying jobs, and threat- 
ened the long-term viability of the Trans Alaska Pipeline System and our Nation’s 
energy security during a time of high energy prices and unrest in many energy pro- 
ducing countries. 

USGS estimates that the Chukchi alone holds 27 billion barrels of oil and 132 tril- 
lion cubic feet of gas. In comparison, when Prudhoe Bay was discovered, there was 
only expected to be 10 billion barrels. 16 billion barrels later, Prudhoe Bay is still 
in development. 

However, development opportunities on state lands are rapidly decreasing, and 
the Trans Alaska Pipeline is running at one-third capacity. At much lower through- 
puts, the pipeline will not be able to operate safely or economically. 

Recently, Alaska’s Governor issued a goal of reaching 1 million barrels a day of 
throughput in TAPS. Without the federal government’s support, this will be hard 
to meet. The Jobs and Energy Permitting Act represents a positive step towards se- 
curing an American energy future, reaching the goals of deficit reduction, and pro- 
viding well-paying American jobs here at home. 

Mr. Whitfield. Thank you, Mr. Young. And I want to thank all 
of you for taking time today. I know that you do have very busy 
schedules and we appreciate your testifying on this important sub- 
ject matter. 

Senator Begich, you made a comment which I certainly agree 
with and that is that there should be one agency responsible for 
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issuing these permits. And I would ask Senator Murkowski, do you 
agree with that or not? 

Ms. Murkowski. I don’t know that I would agree with that if the 
agency is the EPA. The EPA has demonstrated a level — the word 
that I used in my testimony was incompetency in this. When you 
have the administrator of the EPA admit in open record that, in 
fact, there is no human health risk and could not defend the fact 
that it has taken over 5 years to issue an air quality permit, then 
I would suggest to you that we need to figure out a way that we 
have a process that works. Look to how the process works down in 
the Gulf of Mexico where the Department of Interior — through 
MMS or now BOEMRE — has worked to facilitate it. They have fig- 
ured it out. It is 45 days on average to issue a permit there, 5 years 
plus by the EPA. So it is not just making sure that there is one 
agency in charge but that there is an agency that has a competency 
to issue these permits. 

Mr. Whitfield. Well, that is a good comment. I certainly agree 
with that. And I find it interesting that we are in this situation 
where we got Department of Interior issuing these permits in the 
Gulf and EPA everywhere else on the Outer Continental Shelf. And 
the fact that on the average it has taken Department of Interior 
45 days, we do need an expedite process and I believe that they can 
make those decisions certainly in a quicker way than 6 years. 

One of the things that is disturbing me is that President Obama 
talks a lot about energy independence and yet I get the clear im- 
pression that his Cabinet officials, particularly the EPA, are doing 
the direct opposite of what he is saying. He talks a lot about green 
energy and we know that somewhere down the road green energy 
is going to play a major role in producing energy in America, but 
it is not there yet. And as Mr. Young said, we have so much fossil 
fuel in this country that this administration is doing everything 
possible to make it more expensive to burn fossil fuel. Even the 
Secretary of Energy made that comment. He said that gasoline 
prices should be more like what they are in Europe. So do you get 
the sense that EPA, with this administrator, is a serious obstacle 
to America becoming independent on fuel issues? Yes, sir? 

Mr. Begich. I would like to respond. I think there is a disconnect 
from what the President says and what the agencies are doing. I 
mean, you know, an example that we just gave on the 5 years to 
get a permit, they are halfway through their lease. So they have 
less than 5 years to perform on that lease. So the economics of it 
now become even more difficult. And if you think about the whole 
issue of are we going to become less dependent on foreign oil of 
countries that are not our friends — and there is plenty of them that 
we are buying from — the only way you do that is you have to de- 
velop domestically. You know, that is why I made the comments 
that I heard him say “Alaska,” which we are very happy he said 
it. The question is will the agencies perform on that directive or 
that statement? And so far that has not been the case, at least in 
my limited 2 years here in the Senate. 

Mr. Whitfield. Yes, Senator Murkowski? 

Ms. Murkowski. Mr. Chairman, you ask a very pertinent, very 
important question, and I would agree with my colleague that in 
fact the agencies are acting as an impediment to how we truly gain 
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not only energy independence, but when we talk about national se- 
curity interest, it is so integrally tied and related to energy. 

Congressman Young has mentioned the rising price of gas at the 
pump and all of our constituents are coming to us and saying what 
can you do to decrease that price, to lower the price? There is not 
a lot that we can do right here today to bring it back down below 
$3 from where we are right now. But there are some things that 
this President and this administration can do to keep the prices 
from going up. We might not be able to get them to go down, but 
let us keep them from going up. 

And what we are seeing right now with this level of agency kind 
of pile-on if you will, it is keeping us from doing what we need to 
do as a Nation to gain our own energy independence through in- 
creased domestic production. And whether it is the EPA regula- 
tions as they relate to emissions, whether it is the failure to ad- 
vance a permit for a bridge so that we can access oil on the Na- 
tional Petroleum Reserve, these are agency decisions that are cut- 
ting off our ability for energy independence and raising the prices 
of energy to Americans all over the country, not just in Alaska. 

Mr. Whitfield. It is my understanding that this platform out in 
the Beaufort Sea, if it started production, would be producing 
something like 1 million barrels a day, is that right? 

Mr. Young. Beaufort Sea is not quite as much as Chukchi but 
would probably be a million barrels a day. We were producing 2.2 
million barrels at one time out of Prudhoe Bay. 

Mr. Whitfield. OK. 

Mr. Young. And that has that capacity. 

Ms. Murkowski. And if I might just add, Mr. Chairman, we 
have not given up on opening up ANWR, an incredible reservoir 
just to the east of Prudhoe Bay. That, too, could yield a million bar- 
rels a day. Now, think about what that means to us in our economy 
and our jobs and our revenues into this country, $153 billion that 
this country could benefit from. 

Mr. Whitfield. Absolutely. Mr. Rush, you are recognized for 5 
minutes. 

Mr. Rush. Thank you, Mr. Chairman. Mr. Chairman, I am kind 
of bemused at the finger-pointing at the EPA for essentially cou- 
pling the EPA’s activities with the activities of the Obama adminis- 
tration. I recall — and you can correct me if I am wrong here — I 
think the current EPA administrator has been in office for about 
2 years. And as the Senators, who I really deeply respect and 
Chairman Young who I deeply, deeply respect, they both have indi- 
cated that this permitting process has been delayed for about 5 
years. So it seems as though the EPA under the Bush Administra- 
tion was the first one to delay these permits. Is that true? 

Mr. Young. I would suggest one thing. There is no administra- 
tion to blame for the EPA but the fact that Richard Nixon created 
it. And he created a lot of other problems, too. But the truth of the 
matter is is I am not laying this blame on the President, because 
I think there is a disconnect with the President and the EPA, but 
that is the creation of power that has been generated over the 
years. You know, this is not the first time I have done battle with 
the EPA. They have been trying to insist on an arsenic quality in 
water on the Kenai Peninsula where we put in a project because 



18 


of the EPA 20 years ago to meet the standard. And now they come 
hack and say you have got to do it again with no science behind 
it. 

Mr. Rush. Mr. Chairman, I do understand. I just want to make 
sure that — you know, it seems as though there are some who are 
trying to point their fingers 

Mr. Young. No, I am not. 

Mr. Rush [continuing]. At the President and I don’t think that 
the President at this time is responsible for these delays. 

Now, let me just ask — either of you can answer this or all of you 
can answer this — I understand the EPA did issue permits but they 
were invalidated by the EAB. Can you tell the committee the cir- 
cumstances of why the EAB invalidated the permits and whether 
or not you agree with those circumstances? Or what were the par- 
ticulars? 

Ms. Murkowski. I think you will get some additional testimony 
on this this afternoon just looking through the witness list here. 
But I think the simple story is is that in fact a permit was issued. 
The EAB then came in and determined that the issuance of that 
permit was not supported because there had been subsequent 
changes to the EPA requirements. So in other words, you have 
been working on a process for a period of years. You get that 
through the process, the permit is issued, and then the EAB comes 
in and says well, in fact we have changed the rules. We have 
changed the requirements. In other words, we have moved the 
goalposts. And so this permit that was issued is no longer a valid 
permit. Again, there are clearly more details that I think will be 
spoken to later, but it was a situation where the rules were 
changed, I think, in the middle of the process, again, thwarting the 
ability to gain a permit that had been in process for 4 years. 

Mr. Begich. If I can respond, too. Congressman, just to echo 
those comments, but also the bigger picture here, the amount of 
time it takes as compared to the Gulf of Mexico to do the same 
kind of operation even, in some cases, deeper water, clearly, higher 
pressure, clearly, than what we operate and hope to operate in the 
Arctic. And I guess my point — and I agree 100 percent with Sen- 
ator Murkowski — that the goalpost was kind of moved down the 
line, but put that aside. For us to take this many years may be the 
ConocoPhillips development on the petroleum reserve established 
by the country 

Mr. Rush. With all due respect, I only have a few more minutes 
and I have another point I want to make. And I just want to say 
that, you know, I am concerned also about the length of time that 
these permits are taking. 

But on a matter of Administrator Jackson’s statement that was 
alluded to earlier. I have looked at her statements about health im- 
pacts and there is a context in which she made this statement. She 
did not say that these operations have no potential for health im- 
pacts. She was discussing the permit that EPA had granted which 
required Shell to install air pollution controls. The EAB had asked 
EPA to provide better analysis showing that the final permit, in 
fact, protected local communities and set aside environmental con- 
cerns. In that context. Administrator Jackson expressed confidence 
that further analysis would show that EPA’s permit was, in fact. 
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sufficiently protective. Nothing in her statement supports the no- 
tion that we can shortchange air quality protection because these 
sources don’t threaten health. 

If we had EPA here, we could hear from them directly on this 
point, Mr. Chairman. I yield back the balance of my time. 

Mr. Whitfield. It is the practice of this subcommittee that when 
we have a panel of witnesses that are in the Senate or in the 
House that the chairman and ranking member are the only ones 
who will ask questions. 

So I want to thank you all very much for taking time to be here. 
We look forward to working with all of you as we pursue this legis- 
lation. Thank you very much. 

Mr. Young. Thank you. 

Mr. Whitfield. At this time, we will call the second panel of wit- 
nesses. On the second panel, we have the Honorable Dan Sullivan, 
who is the commissioner of the Alaska Department of Natural Re- 
sources. We have Mr. David Lawrence, who is the executive vice 
president of exploration and commercial development with Shell. 
We have Ms. Rosemary Ahtuangaruak, former mayor of Nuiqsut, 
Alaska. We have Mr. Richard Glenn, who is the executive vice 
president, Arctic Slope Regional Corporation. We have Dr. Scott 
Goldsmith, who is professor at the Institute for Social and Eco- 
nomic Studies at the University of Alaska. We have Mr. Erik 
Grafe, who is staff attorney for Earthjustice. And we have Mr. Rob- 
ert Meyers, who is senior counsel of Crowell & Moring. 

I want to thank all of you for taking time to be with us this 
morning as we discuss this discussion draft. 

And at this time, Mr. Sullivan, I appreciate your coming all the 
way from Alaska, and I will recognize you for 5 minutes for your 
opening statement. 

STATEMENTS OF THE HONORABLE DAN SULLIVAN, COMMIS- 
SIONER, ALASKA DEPARTMENT OF NATURAL RESOURCES; 
DAVID LAWRENCE, EXECUTIVE VICE PRESIDENT, EXPLO- 
RATION AND COMMERCIAL DEVELOPMENT, SHELL; ROSE- 
MARY AHTUANGARUAK, FORMER MAYOR, NUIQSUT, ALASKA; 
RICHARD K. GLENN, EXECUTIVE VICE PRESIDENT, ARCTIC 
SLOPE REGIONAL CORPORATION; SCOTT GOLDSMITH, PRO- 
FESSOR, INSTITUTE FOR SOCIAL AND ECONOMIC STUDIES, 
UNIVERSITY OF ALASKA, ANCHORAGE; ERIK GRAFE, STAFF 
ATTORNEY, EARTHJUSTICE; AND ROBERT J. MEYERS, SEN- 
IOR COUNSEL, CROWELL & MORING 

STATEMENT OF DAN SULLIVAN 

Mr. Sullivan. Thank you, Mr. Chairman. Good morning. Rep- 
resentative Rush, good morning, sir. My name is Dan Sullivan. I 
am the commissioner of the Alaska Department of Natural Re- 
sources. I am also a former attorney general of Alaska, former U.S. 
Assistant Secretary of State with responsibilities over global en- 
ergy, finance, and economic issues, and I am currently a U.S. Ma- 
rine Corps reserve officer as well. 

Mr. Chairman, I have submitted extensive written testimony for 
the record and would like to briefly touch on the main points. 
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Our country faces very serious energy security challenges, and 
Alaska can and should be able to play a significant role in partner- 
ship with the Federal Government in helping our fellow citizens 
address these challenges. Unfortunately, right now that is not hap- 
pening. And I would like to explain that in a little bit more detail. 

Alaska is home to one of America’s most vital components of en- 
ergy security infrastructure, the Trans-Alaska Pipeline System. As 
Congressman Young stated. Congress played the critical role in the 
creation and rapid construction of TAPS. You are the godfather of 
this critical American asset. Unfortunately, your godson sits two- 
thirds empty from its peak of 2.2 million barrels a day down to 
640,000 barrels a day and declining. Working together, we are con- 
fident that we can fix this situation and further promote America’s 
energy security. 

First, as was already mentioned, the North Slope of Alaska — ^by 
any measure both on- and offshore — remains one of the world’s 
most productive hydrocarbon basins with estimates of convention 
and unconventional oil in the billions of barrels and estimates of 
natural gas in the trillions of cubic feet. 

Second, Alaska is one of the most environmentally stringent 
places on earth to explore and produce hydrocarbons. We are also 
one of the world’s top innovators of safer environmental tech- 
nologies. 

And third, the State of Alaska is doing all it can to reverse the 
TAPS throughput decline with a comprehensive set of reforms that 
include significant tax and fiscal reform, permitting overhaul, and 
the creation and construction of new infrastructure projects. But 
we are missing a critical partner, Mr. Chairman, and that is the 
Federal Government. 

The Federal Government’s policies in Alaska have shifted from 
helping us protect our environment — which we support because we 
care deeply about it — to proactively shutting down resource devel- 
opment. Now, this is not just rhetoric. As Senator Begich said, this 
is a widespread problem in Alaska. 

If you look at pages 13 through 18 of my written testimony, I 
provide 7 specific examples in less than 2 years where the Federal 
Government has made decisions that will stall, kill, or delay re- 
source development on state and federal lands in Alaska. This 
antidevelopment posture by our own Federal Government is the 
cause of enormous frustration and anger for a vast majority of 
Alaskans. Now, the State has done all it can — countless meetings, 
letters, public comments, testimony, and yes, even suing our own 
Federal Government — to dissuade the federal administration from 
pursuing and continuing locking up Alaska’s resources. Why? Be- 
cause we believe in doing so, locking up the resources, it not only 
hurts Alaskans, it significantly undermines broader American in- 
terests. 

Rarely has there been a federal policy that fails on so many 
fronts. Jobs and economic growth, energy security, the national 
trade deficit, the federal budget deficit, and national security are 
all undermined when Americans are prevented from producing en- 
ergy for our own citizens from the largest resource basin in the 
country. Ironically, this policy also undermines global environ- 
mental protection because it drives resource development overseas 
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to places like Brazil, Russia, Saudi Arabia, Kazakhstan, Azer- 
baijan. Mr. Chairman, I have been to all these countries. This com- 
mittee can be sure that they do not have nearly the stringent envi- 
ronmental standards that we have in Alaska. 

But my main purpose in traveling from Alaska today is not to 
complain but to redouble our efforts to achieve the federal partner- 
ship that we believe is so critical for Alaska and America’s success. 

So in closing, Mr. Chairman, I believe there are three important 
things Congress can do. First, support Alaska’s goal of one million 
barrels of oil through TAPS within 10 years. Attached at the end 
of my written testimony is a recent letter from Governor Sean Par- 
nell of Alaska to President Obama asking the President to support 
this ambitious goal which Governor Parnell laid out last week. We 
believe the Congress should make achieving this goal a national 
priority, one million barrels of oil through TAPS within a decade. 

Second, continue to work on permitting reform to expedite and 
bring certainty to federal permitting decisions. During World War 
II, America built the 1,400-mile ALCAN Highway in less than a 
year. Today, a project like that would take 5 years just to fill out 
the EIS application. 

And finally, Mr. Chairman, Congress should continue its vigilant 
oversight role of federal agencies that make resource decisions in 
Alaska. As a former attorney general, I believe that some of these 
decisions are made with little regard to Congress’ declared national 
policies and federal law, and I think it is important to recognize 
that. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Sullivan follows:] 
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Testimony before the U.S. House of Representatives 
Subcommittee on Energy and Power 

The American Energy Initiative 

April 13, 2011 

Submitted by: 

Dan Sullivan, Commissioner 
Department of Natural Resources 
State of Alaska 


I. Introduction: America’s Energy Challenge 


Chairman Whitfield, Ranking Member Rush, and members of the House Subcommittee 
on Energy and Power, on behalf of Governor Sean Parnell, the Slate of Alaska welcomes this 
opportunity to testify in support of the American Energy Initiative. More specifically, we want 
to demonstrate to this committee and the rest of your colleagues in the U.S. Congress the vital 
role Alaska can play in enliancing America’s long-term energy security, expanding American 
employment, growing the economy, providing significant revenue to federal, state, and local 
governments, and delivering billions of barrels of domestically produced hydrocarbons to the 
U.S. marketplace. 

Bioeraahical informoiion 

Before getting into substantive matters, 1 would like to briefly mention my professional 
background as it pertains to this testimony. I have been serving as commissioner of the Alaska 
Department of Natural Resources (DNR), a state agency of over 1 , 1 00 personnel, since 
December 2010. Under the Alaska Constitution, my primary responsibility as the DNR 
commissioner is to maximize llie development of the slate's resources in a manner that furthers 
the public interest. DNR is responsible for managing the State of Alaska’s vast land, energy, and 
natural resources with approximately 100 million acres of uplands, 60 million acres of tidelands, 
shore lands, and submerged lands, and 40,000 miles of coastline. DNR manages one of the 
largest portfolios of resources in the hemisphere. 
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Prior to being appointed as the DNR Commissioner, 1 served as Alaska’s Attorney 
General. One of my areas of focus was on issues relating to natural resource management and 
development. From May 2006 to January 2009, 1 served as the U.S. Assistant Secretary of State 
for F.conomic, Energy, and Business Affairs, where much of my work focused on international 
energy issues, including serving as the U.S. Governing Board member of the International 
Energy Agency. Prior to my lime as U.S. Assistant Secretary of State, I served as a Director in 
the International Economics Directorate of the National Security Council and National Economic 
Council staffs at the While House. 1 am also a United States Marine, having served on active 
duly and in the reserves as an infantry and reconnaissance officer since 1993. 

America 's Enerev Challenee — Our Cotintry 's Need for Domes! ic Enerm Produciion 

This subcommittee has properly recognized that some of our country’s biggest challenges 
center on energy security, national security, employment, and the national deficit. Pursuing 
smart policies that promote responsible energy development in America can help the country 
meet and overcome these challenges. 

Alaska is a leader in promoting all types of energy, including our massive renewable 
energy base of hydro power, geothemial, wind, and biomass. We are also a national leader in 
promoting energy efficiency tliroughoiit our state. We cannot, however, talk about strategies to 
ensure our country’s energy security without discussing our critical need to increase domestic 
production of oil and gas. Imposing needless delays and iialting domestic production is not the 
solution, particularly with oil prices at SI 20/barrel and the average price of gasoline nearing 
S4/gallon. Alaskans are feeling this pinch more than most, with the average price of gas in 
Anchorage at $4.07 and $4.46 in the North Slope community of Barrow. The International 
Energy Agency is also forecasting that OPEC countries will receive over a trillion dollars in oil 
revenues from exports this year. There is much that the State of Alaska can do to help ensure our 
country’s long run energy security. 
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Today's Teslimonv 

I am here today to explain how Alaska stands ready to be a critical partner with the 
federal government to help our country meet its energy security challenges. My testimony will 
focus on the following: 

• Alaska’s North Slope remains a world class hydrocarbon basin 

• Alaska’s strong record of responsibly developing resource.? while protecting the 
environment 

• The Trans-Alaska Pipeline System (TAPS) is one of America’s most important 
energy infrastructure assets 

• The State of Alaska’s efforts to arrest the TAPS throughput decline and increase 
North Slope production 

• Recent federal decisions and policies that have focused on proactively shutting down 
resource development in Alaska 

• Alaskan’s broad-based frustration with such federal policies 

• The State of Alaska’s desire to partner with the federal government to increase TAPS 
throughput to ensure we reach our shared goals of boosting domestic production and 
decreasing our dependence on foreign oil 

As this testimony will demonstrate, the State of Alaska supports legislative measures that bring 
clarity, certainty, and timeliness to the permitting process and therefore is in favor of the goals 
set out in the Discussion Draft of H.R. , the “Jobs and Energy Pennitting Act of 201 1.’’ 

IJ. Alaska’s North Slone Remains a ’World Class Hydrocarbon Basin 

Alaska i.s one of the nation’s most critical and prolific oil-producing states. Even though 
production is only about one third of what it was at its peak in 1989, Alaska’s North Slope, both 
on and offshore, remains a world-class hydrocarbon basin with extraordinary potential. 
According to the U.S. Geological Survey (USGS), Alaska accoimls for over 30% of the nation’s 
technically recoverable oil and gas resources, with the North Slope estimated to hold 
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approximately 40 billion barrels of technically recoverable conventional oil and 236 trillion 
cubic feet of natural gas. 

Alaska’s Outer Continental Shelf (OCS) constitutes an important share of these totals, 
with an estimated potential for 27 billion barrels of conventional oil and 132 trillion cubic feet of 
natural gas. Studies have found that Alaska Beaufort and Chukchi Sea development could result 
in about 700,000 barrels of oil per day for 40 years. This is equivalent to the amount of oil that 
the United States imports each day from Iraq and Russia combined. 

Considerable reserves also exist onshore. A United Stales Geological Survey (USGS) 
report in 1998 showed that llie 1002 Area in the Arctic National Wildlife Refuge (ANWR) may 
have the highest potential for an enormous oil field of any place onshore in the United Slates, 
with an estimated 10.4 billion barrels of crude reserves. Some estimate that production from 
ANWR alone could reach one million barrels per day (bpd), which is an amount that exceeds the 
country’s 2010 imports from Venezuela (827,000 bpd) or Saudi Arabia (958,000 bpd). 

In addition to conventional oil and gas reserves, Alaska’s North Slope contains massive 
quantities of unconventional resources: shale oil and gas, heavy and viscous oil, and gas 
hydrates, The U.S. Department of Energy has estimated that there is 36 billion barrels of heavy 
oil on the North Slope, (No current estimates exist of Alaska’s shale oil and gas reserves.) Most 
of these unconventional resources are located onshore near existing infrastructure. Energy 
companies are beginning to plan for developing these resources in Alaska. 

Despite the extraordinary production and massive hydrocarbon potential, Alaska remains 
relatively imderexplored compared to any other prolific oil and gas region in North America. 
Only 500 exploration wells have been drilled within a 150,000-squarc-rnile area on the North 
Slope — an area that maintains the highest undiscovered conventional oil and gas potential in 
Alaska. That calculates to tliree wells per 1,000 square miles. As a comparison, 75,000 square 
miles within the state of Wyoming, endowed with high oil and gas potential, has more than 
19,000 exploration wells, or about 250 wells per 1,000 square miles. 

With this remarkable potential, Alaska can play a pivotal role in helping our country meet 
its significant energy and security challenges; reduce our reliance on foreign oil; provide 
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thousands of high paying jobs; reduce the nation’s trade deficit; and provide significant revenue 
to local, state, and federal governments, 

III. Alaska Has a Strong Record of Responsibly Devcloning Resources while Protecting 

Our Environment; We Arc Also a Leader in Environmental Research 

Alaska has some of the most stringent environmental policies and regulations in the 
world and we are a leader in research for sound natural resource development. We love our 
state, not only for its economic opportunities, but also for its natural beauty, and we arc very 
focused on protecting our environment. 

The State of Alaska strongly believes that responsible resource development and 
protecting the environment go hand in hand and we have a strong record of upholding the Alaska 
Constitution’s mandates that the state pursue responsible resource development in a manner that 
safeguards the environment. 

Alaska 's Robtisl Efforts to Protect the Environmenl 

To ensure responsible resource development while protecting the environment, the state has 
devised a comprehensive system that imposes rigorous environmental protections. What follows 
are just a few of the measures the slate requires before oil and gas development can proceed. 

• Stale agencies follow a rigorous scientific protocol to ensure the right combination of 
snow depth and temperature are met before allowing cross-tundra travel or 
construction of ice roads. Such protections ensure that the tundra is not degraded. 

• Before drilling wells, operators must gel approval from the state and explain how they 
will comply with strict mitigation measures imposed by regulatory agencies; they 
must demonstrate tlial their blow-out prevention equipment (BOP) is up to the state’s 
high standards; and they must get approval for their oil-spill contingency plan. 

• The stale encourages the unitization of leases that overlie reservoirs to minimize the 
environmental impacts of development. 




27 


• Alaska law for oil discharge prevention and contingency planning requires the plan 
holder to be able to contain or control and clean up the realistic maximum oil 
discharge within 72 hours. 

• Alaska is the only stale or federal governmental jurisdiction that regulates flow lines. 
Flow lines transport three phase liquids from the well head to the processing centers, 
which separate gas and water from crude oil. Flow lines are viewed as having the 
greatest corrosion potential and are therefore considered to be the highest risk. 

• Alaska mandates that operators use the best available technology for oil discharge 
containment, storage, transfer, and cleanup, 

• State agencies impose significant bonding requirements. 

• Wildlife are closely monitored and protected. Just last month, after a petroleum 
worker notified the U.S. Fish and Wildlife Service (USFWS) that a polar bear had 
emerged from a den near their drill site, the operation was shut down and all 50 
employees evacuated in less than 12 hours. 

Our efforts at protecting the environment and wildlife have been successful. For example, 
when debating the development of TAPS, many predicted tliat oil and gas development would 
decimate caribou herds. These predictions have not come true. In fact, caiibou numbers have 
increased dramatically over the past thirty years. The Central Arctic caribou herd, which 
occupies summer ranges suiTounding Prudhoe Bay, has grown from 5,000 in 1975 to over 
66,000 today. 

Even with a robust regulatory regime, the state continues to look for ways to improve its 
regulatory oversight. To this end, the stale is engaged in a comprehensive gap analysis to better 
understand the spectrum of state agency oversight; better understand the effectiveness of 
authorities and enforcement over oil and gas operations; and to identify gaps or redundancies in 
state oversight and determine if they need to be filled or eliminated as appropriate. 

Because of the efforts taken by federal, state, and local governments and the energy 
industry, oil and gas development in Alaska is conducted in a safe and responsible manner with 
standards that exceed most other jurisdictions in the world. 
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Alaskan Innovaliom Minimize Environmenial Impacts 

In addition to the slate’s regulatory oversight, Alaska is a leader in innovations that 
protect the environment. For example, extended reach drilling, horizontal wells, multiple 
completions, and close-surface well spacing were all invented and pioneered for use in Alaska. 
These advances in drilling technology have greatly reduced the footprint of modern exploration 
and development wells in Alaska, while expanding their ability to stretch vertically and 
horizontally underground. 

Safety and Spill Prevention in the Alaska PCS 

Alaska has a strong record of safe OCS exploration. Prevention is always the first step in 
responsible environmental protection. Federal and state regulatory agencies impose some of the 
most rigorous requirements in the world to prevent well blow-outs and spills. Eighty-four 
exploratory wells have been safely drilled in federal waters off Alaska, with thirty-one wells 
drilled in the Beaufort Sea and five wells drilled in the Chukchi Sea, 

In terms of safety and spill prevention, it is important to recognize that current plans for 
Alaska's OCS development are in water depths of approximately 150 feet, which nullifies many 
of the risks associated with deepwater drilling. Further, the state reviews all OCS exploration 
drilling and spill response plans through the Alaska Coastal Management Program to ensure that 
those activities are consistent with Alaska standards. 

In the wake of the Deepwater florison spill in the Gulf of Mexico, it is understandable 
and appropriate to re-evaluate safety requirements for extreme deepwater exploration and 
production. It is crilioal, however, to underscore some of the material differences in operating 
conditions and risks between deepwater drilling in the Gulf of Mexico and the Alaska OCS: 

• Oil and gas development in the Alaska OCS will occur in shallow water (! 50 feet 
compared to deepwater wells of 3,000 to 1 0,000 feet). 

• The wells are drilled at less than 10,000 feet deep, compared to deepwater wells 
drilled at 18,000 feet plus. 


7 




29 


• The pressure encountered in deepwater drilling is multiple times greater in the Gulf of 
Mexico than in Alaska. 

• The wells and teclmology used in exploration activities in the Alaska DCS have been 
safely employed for decades. 

• There is a robust review process by state and federal regulators in Alaska. 

The state takes its job of ensuring that appropriate resources are in place to respond in the 
event of an offshore oil spill very seriously. The initial responders to any oil spill in .Alaska are 
the entities responsible for the spill and their spill-response contractors. For example, in the 
unlikely event of an oil spill or blowout, Shell will have an oil-recovery ship and tanker built for 
Arctic ice conditions, a relief drill rig, and other cleanup vessels on standby. With this equipment 
at hand. Shell says it will be ready to clean up oil within an hour of an event. Federal and state 
regulators will monitor these cleanup efforts from vessels and aircraft. 

Siibstanlicil Sliidies Have Been Concluded Reeardine Alaska PCS DevetoomenI 

Despite the considerable energy security and economic benefits of Alaska DCS 
development, some have suggested that before leasing additional DCS aci'eage, more scientific 
studies need to be conducted. We disagree. 

As part of the North Slope Science Initiative (NSSI), there are over 50 organizations and 
initiatives ciiiTenlly doing scientific work in the Arctic. The NSSI is formally authorized by the 
Energy Policy Act of 2005; its mission is to improve scientific and regulatory understanding of 
terrestrial, aquatic, and marine ecosystems in Alaska’s North Slope region for consideration in 
the context of resource development activities and climate change. 

Since 1973, federal agencies have performed more than 5,000 environmental studies to 
better understand the Alaska OCS. Over the past 30 years, the Department of the Interior (DOl) 
has funded nearly S300 million for environmental studies in Alaska. And since 2000, it has 
conducted 30-40 environmental studies each year, spending over $45 million. 
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Additionally, the National Academy of Sciences has produced three Alaska OCS reports 
on environmental science which guide OCS activity. Industry has also spent millions to better 
understand the Arctic ecosystem; Shell alone spent over $40 million in the last several years on 
environmental studies. 

On this strong scientific basis, the Obama Administration's Department of the Interior 
released a “Sureey of Available Data on OCS Resources and Identification ofResource Gaps” in 
2009. In this report, the DOI concluded: “Overall, an adequate baseline of infonnation exists to 
address the environmental effects of the OCS oil and gas program ... in support of leasing 
decisions,” Thus, according to the current federal administration, sufficient studies have been 
conducted to support oil and gas leasing. 

IV. Co-Locatcd with Alaska’s Massive Hydrocarbon Basin Is One of America’s Most 

Important Energy Infrastructure Assets: TAPS 

The Trans Alaska Pipeline, 1 1 pump stations, several hundred miles of feeder pipelines, 
and the Valdez Marine Terminal conslitule the Trans-Alaska Pipeline System (TAPS). At 800 
miles long, the Trans Alaska Pipeline is one of the longest pipelines in the world; it crosses more 
than 500 rivers and streams and three mountain ranges as it carries Alaska's oil from Prudhoe 
Bay to Valdez. 

Coneress irav Instnimeiilal in the Rapid Development TAPS 

Spurred by global concern over the 1973 oil crisis (OPEC embargo) and spiking energy 
prices that resulted in a severe U.S, and global recession, the U.S. Congress was instrumental in 
the approval and rapid development of TAPS. Congress approved construction of the pipeline 
with the Trans Alaska Pipeline Authorization Act of 1 973, The principle focus of this Act is as 
relevant today as it was in 1 973: “the early development and delivery of oil and gas from 
Alaska’s North Slope to domestic markets is in tlie national interest because of growing domestic 
shortages and increasing dependence upon insecure foreign sources.” 

Underscoring the urgency of the country’s precarious energy security position, the Trans 
Alaska Pipeline Authorization Act also halted all legal challenges to delay constraction of the 
pipeline and ensured that additional government studies would not be used to delay construction. 
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Under its Congressional declaration of purpose this Act states: “The purpose of this chapter is to 
insure that, because of the extensive governmental studies already made of this project and the 
national interest in early delivery of North Slope oil to domestic markets, the trans-Alaska oil 
pipeline be constructed promptly without further administrative or Judicial delay or impediment. 
To accomplish this purpose it is the intent of the Congress to exercise its constitutional powers to 
the fullest extent in the authorizations and directions herein made and in limiting judicial review 
of the actions taken pursuant thereto.” 

The first oil entered the pipeline in June of 1977. Since that lime, TAPS has transported 
over 16.3 billion barrels of oil and natural gas liquids for the U.S. domestic market. Oil and 
natural gas liquid production through TAPS peaked at 2,2 million barrels per day in the late 
1980s, representing 25% of U.S. domestic production. Since its peak, however, TAPS 
throughput has steadily declined. By 2003, production was down to one million barrels a day. 
Today, TAPS throughput averages about 640,000 bairels per day. 

TAPS Throiiehaiit Decline Raises a Host of Difficult Issues 

The reduced flow of oil through TAPS has reached a point where the pipeline is now 
approximately two thirds empty. Continued throughput decline raises a host of teclinical 
challenges due to the slower velocity of oil in the pipeline, longer transit times, and the resulting 
dramatic lowering of the temperature of oil during the winter months. These challenges include 
wax buildup, frost heaves, and ice crystals and ice plugs. The likelihood of these problems 
occurring increases with lower throughput, and they can cause additional TAPS shutdowns and 
oil leaks that could harm the environment. This past January, TAPS was shut down for five days 
as the result of a leak at Pump Station 1 that was contained in a building. 

The State of Alaska is working with industry to ensure that we are prepared to address 
these additional challenges in the near term as TAPS throughput decline continues. The state has 
also been prepared to lake more aggressive actions, such as litigation, with regard to these 
matters where appropriate. But clearly, the most effective way to address these lecimical 
challenges and the environmental risks that they may entail is to increase TAPS tlffoughput. 
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// Premalure Shutdown of TAPS Would Sieni/icaiillv Undermine U.S. National Security and 
Enerm> Security Interests and Would Devastate the Alaskan Economy 

The January 201 1 shutdown of TAPS, during the heart of a cold Alaskan winter, not only 
focused attention on the significant technical challenges of decreased TAPS throughput, but also 
raised the specter of a broader premature shutdown of TAPS. Such a shutdown would 
significantly undermine U.S. national security and energy security interests and would devastate 
the Alaskan economy. 

A premature shutdown of TAPS would result in the stranding of billions of barrels of 
domestic oil in America’s largest hydrocarbon basin. Oil prices would continue to soar. 
Thousands of jobs would be lost. U.S. refineries would likely have to turn to foreign sources of 
oil, as they did when TAPS shutdown in Janiiai-y, thereby increasing the U.S. trade deficit and 
undermining American national and energy security. 

A premalure TAPS shutdown would also have a crushing impact on Alaskans. It has 
been estimated that one third of the Alaska economy is connected to tlie oil industry. The loss of 
North Slope oil production would deprive state and local governments of billions of dollars in 
annual revenue — in 2009, the state’s total taxes and royalties from oil and gas production was 
S6.1 billion. Government services including education, public safety, and health care would be 
slashed and infrastructure projects would be significantly curtailed. Rural communities, 
particularly those that have significantly benefitted from oil development such as the North 
Slope Borough, would face a significant decrease in their standard of living. 

But continued TAPS throughput decline does not need to be Alaska’s or the country’s 
destiny. The massive North Slope hydrocarbon resource base remains available for 
development. What is needed to ensure a reversal of this decline are state and federal policies 
that promote increased investment, responsible re.source development, and increased job creation 
on the North Slope. 
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V. The State of Alaska Is Doing AH It Can to Arrest the TAPS Throughput Decline in 

Order to Achieve the Goal of One Million Barrels of Oil ncr Day within 10 Years 

The State of Alaska is pursuing several major policy initiatives to arrest the TAPS 
throughput decline. The cornerstone of this effort is Governor Parnell’s recent proposal to the 
Alaska Legislature to increase Alaska's global competitiveness by enacting significant tax 
reform. Under Governor Parnell’s plan, production taxes will be lowered and the state will offer 
credits to incenlivize additional drilling. 

The slate is in the process of enacting other refonns that will attract more investment and, 
ultimately, increase oil production on the North Slope and employment for Alaskans. For 
example, the Governor’s budget focuses on developing significant infrastructure projects to build 
more roads to our abundant resources. We are also seeking to reform our permitting system to 
enhance timeliness, predictability, and efficiencies. 

Oik Million Barrels of Oil Per Day Within 10 Years 


Over the past twenty years. North Slope production has steadily declined. TAPS is 
currently producing about 640,000 barrels per day. During the last several years, this throughput 
decline has averaged 6% per year, In the face of steadily declining production, Governor Pamel) 
recently announced an ambitious but critical goal for Alaska and the country to increase TAPS 
throughput to one million barrels of oil production per day within a decade. This ambitious goal 
will be supported by an overall state strategy that seeks to; 

• Enhance Alaska’s global competitiveness and investment climate. 

• Facilitate and incenlivize the next phases of North Slope development: Gas, OCS, federal 
onshore lands, heavy and viscous oil, shale oil, and smaller pools of conventional oil. 

• Promote constructive partnerships between the stale and industry to facilitate increased 
investment, exploration, and production while protecting the slate’s interests and 
safeguarding the environment. 

• Unlock Alaska’s tiill resource development potential through an improved federal 
partnership. 
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• Promote Alaska’s abundant resources and positive investment climate to domestic and 

international markets. 

The policies described above will significantly benefit Alaska, but will also significantly 
benefit our fellow citizens in the lower 48 as they struggle with spiking oil and gas prices that 
affect their livelihood and standard of living. Unfortunately, the executive branch of the federal 
government does not have a similar focus. Indeed, as detailed below, their focus has been to 
proactively shut down or delay resource development throughout Alaska. 

VI. Federal Decisions and Policies Have Sought to Proactively Shut Down Resource 

PcvcloDmcnt in Alaska 

Many of the most promising oil and gas resources in Alaska are in federal lands. 
Development of these lands, in particular from the OCS, Arctic National Wildlife Reserve, and 
National Petroleum Reserve - Alaska (NPR-A), could result in production of over a million 
barrels of oil a day. Unfortunately, the federal government has consistently denied access to 
these lands, made decisions that have added significant delays to promising projects, and pursued 
policies that have chilled the investment climate. 

More specifically, the federal government has a made a series of decisions that prevent or 
stall responsible development of domestic energy in Alaska. We believe that the following list 
will be of concern to members of this committee and your colleagues in Congress. 

NPR-A (A Reeion Sneci/lcal/v Sei Aside for Oil Exnloralion and Procli(clion)/CD-5 Crilicol 
Permit Denial 

Last winter, the U.S. Army Corps ofEngineers (Corps) derailed ConocoPhtIlips (CP) 
development of CD-5, which is a field on the eastern edge of the NPR-A. Once infrastriicmre is 
in place, CD-5 will open satellite fields in the eastern NPR-A to development. The state, CP, 
and Native communities worked with the Corps for years on the project to ensure that 
responsible safeguards are in place to open this field to development. In response to concerns 
raised by some stakeholders, the project was modified to minimize environmental impacts and 
the project garnered strong support from all stakeholders. After years of collaboration, the 
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permits were considered a foregone conclusion. The first production from CD-5 was expected to 
start in 2012. 

Nevertheless, in February 2010, the Corps reversed course and denied CP’s permits to 
construct a drill pad, a pipeline/vehicle bridge across the Nigliq Channel in the Colville River 
Della, and access roads. The Corps concluded that there are practicable alternatives to the bridge, 
drill pad, and roads that would have fewer environmental consequences. This decision was 
apparently impacted by the EPA’s designation of the Colville River as an Aquatic Resource of 
National Importance (ARNI)', in which the EPA can determine that issuance of a permit will 
result in unacceptable adverse policies and procedures. 

More specifically, the District Engineer found that CP should use Horizontal Directional 
Drilling (HDD) under the Nigliq Channel to access the reservoir. The HDD alternatives 
effectively eliminate a road, including the Nigliq Channel bridge, that would have provided 
direct access between CD-5 and existing production, operations, logistics, and transportation 
infrastructure at the Alpine facilities. 

Many Alaskans viewed the Corps decision as a blanket attempt to shut-down NPR-A 
development; particularly given that Alaska state agencies viewed the Corps recommended 
approach - a pipeline under the river - as much more environmentally risky. The District 
Engineer's decision was opposed by all the affected surface and subsurface land owners, most of 
them Alaska Natives. (The State owns the subsurface rights of two leases affected, as well as the 
Nigliq Channel river bed.) 

The permit denial was eventitally appealed and the Corps’ Pacific Ocean Division issued 
a decision on December 2, 2010, remanding the District Engineer’s denial of CP’s permit request 
to the District Engineer. Nevertheless, the status of CD-5, after five years of delays, remains 
uncertain, thereby chilling the investment climate over the entire NPR-A - an area set aside 
specifically by Congress for oil and gas exploration and development. 

' An Aquatic Resource of National Importance (ARNI) is a resource-based threshold used to 
detennine whether a dispute bertveen the EPA and the Coips regarding individual permit cases are 
eligible for elevation under the 1 992 Memorandum of Agreement between the two agencies — an 
agreement associated with Section 404(q) of the Clean Water Act. 
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DPI 's IVild Lands Desisncuion 

Another decision chilling the investment climate in the NPR-A and beyond is the federal 
governments new “Wild Lands” policy. Secretary Salazar recently issued Secretarial Order 33 1 0, 
which empowers the BLM to convert vast areas of Alaska, including the NPR-A, into a de-facto 
wilderness area without Congressional oversight or approval. State officials have heard from 
many resources companies who have said if state lands receive a Wild Lands designation they 
may not continue to invest in Alaska. The slate is therefore very concerned that this order will 
chill the investment climate, and, if implemented, would shut-down resource development in the 
NPR-A and other areas of Alaska. For this reason, the state (and other slates) is examining legal 
options to prevent such a designation, 

PCS Permilline Delays Slniliiiie Down Exploralinn Aclivilics 

The greatest potential for significant oil and gas production lies in the OCS. In recent 
years. Shell and other leading energy companies have spent billions of dollars to acquire leases 
and explore tlie OCS. Shell iias also received approval for several exploration plans and has 
acquired over 34 federal permits to drill exploration wells. Yet its exploration plans have been 
repeatedly derailed; first by the 9lh Circuit Court of Appeals in 2008 and more recently by the 
DO! and the Environmental Protection Agency (EPA). 

Shell has proposed drilling activities for the Beaufort Sea on its leases, In November 
2006, Shell submitted the first version of its exploration plan for the Beaufort Sea region. Shell’s 
exploration plan details its plan to drill up to twelve exploratory wells on twelve lease tracts in 
the Beaufort Sea between 2008 and 201 1. (The lease blocks stretch from the Colville River 
Delta eastward to the Canadian border.) 

Litigation filed by enviroiuiienlal groups, however, derailed these development plans. 

Shell submitted a new exploration plan for the Beaufort Sea, which was approved by 
Mineral Management Service (MMS). After the MMS approved the development plan, 
environmental groups filed suit, Jn the spring of 2010, Shell, the State of Alaska, and the Obama 
Administration siiccessfiiily defended the permits before the 9th Circuit. 11 looked like Shell was 


15 



37 


finally going to be able to drill exploration wells in the OCS in the summer of 2010. Then the 
Macondo well disaster happened and the Obama Administration reversed course and suspended 
all operations in the Alaska OCS. 

More specifically, DOI Secretary Salazar, in a press release, congressional testimony, and 
at a press conference in Alaska, staled that he was imposing an Arctic Moratorium on OCS 
exploration and development. The state sued the DOI, alleging that the moratorium violated 
several federal laws. The Bureau of Ocean Energy Management and Regulator Enforcement 
(BOEMRE) responded by denying the existence of a moratorium; they then began to process 
Shell’s exploration plan. For these reasons, the U.S. District Court granted the federal 
government’s summary judgment motion. One day before the court’s decision, however, NOAA 
stated in a federal register that it would not issue an incidental take authorization for Shell 
because DOI had suspended operations in the OCS. 

Shell recently announced that it was canceling its exploration plans for this summer 
because it was unable to secure an EPA air permit. After acquiring over 34 permits in support of 
its drilling operations and spending billions of dollars over the past five years. Shell still has not 
drilled one well in the Alaska OCS. It is not surprising that this episode has put into question the 
viability of developing the massive Alaska OCS hydrocarbon reserves. 

ANWR Wilderness Desimaiion 

The USGS has demonstrated that perhaps the greatest potential in America for an 
onshore elephant-size field is in the 1002 Area of ANWR. Despite this potential, the federal 
government has consistently refused to open the 1 002 Area to exploration. More recently, the 
USFWS is reviewing whether to designate the 1002 Area in ANWR as “Wilderness," which 
would essentially lock-up ANWR from any oil and gas development. In the federal register 
notice, tile USFWS expressly prohibited the public from filing comments related to oil and gas 
activity. The state believes that such action conflicts with federal laws — under the National 
Environmental Protection Act (NEPA) and the Alaska National Interest Lands Conservation Act 
(ANILCA), the USFWS must consider the benefits of oil and gas development before making a 
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recommendation to Congress on a Wilderness designation. We have made this view known to 
the USFWS. 

These decisions have been made in the face of ovei-whe lining public support for oil and 
gas development in the 1 002 Area. Polls consistently show that over 73% of Alaskans support 
ANWR development. The North Slope communities, including residents of ANWR, also 
strongly support development. And over the past 30 years almost every single member of the 
Alaska State Legislature has voted on resolutions in support of ANWR e.xploralion and 
development. 

For these reasons the slate continues to protest any plan or wilderness review process that 
further encumbers the potential for oil and gas development on the coastal plain of ANWR. 
Americans throughout the counliy should be concerned with this attempt to shut down 
responsible resource development in the 1002 Area. It makes no sense to the state that the 
USFWS wants to lock up an estimatedlO billion bamels of domestic oil. Oil and gas development 
in the 1002 Area would provide secure on-shore domestic supply of energy for the nation, create 
tens of thousands of jobs nationwide, ensure the continued operation of the TAPS for years to 
come, and could help meet U.S. demand for 25 years or more, 

200.000 Square Miles of Crilical Habitat Desienaled for Polar Bears 

The polar bear and its habitat are already well managed and conserved by Alaska, 
international agreements, conservation programs, and state and federal law. These laws and 
policies make the polar bear one of the most protected species in the world. Nonetheless, the 
USFWS recently designated nearly 200,000 acres of the North Slope — which covers an area 
larger than the size of California — as critical habitat for the polar bear. Never before has the 
USFWS inteipreted its authority to designate such a vast expanse of crilical habitat for a species. 
Worse, the USFWS aclcnowledges that the designation will not provide significant additional 
conservation measures for the polar bear and its habitat and that the primary claimed threat to the 
species (loss of sea ice due to climate change) will not be alleviated by this designation. 

Despite providing no benefits, the critical habitat designation imposes another layer of 
costly regulation on Alaska, its citizens, and its economy. The state and many others believe that 


17 




39 


the USFWS’s massive critical habitat designation violates federal law, will impede North Slope 
resource development, and will generate countless lawsuits filed by environmental groups to stall 
every phase of an oil and gas development project. Such lawsuits would delay projects, foment 
regulatory uncertainty, and increase the cost of doing business in Alaska. 

Ocean ZoninWMarine Spatial Plcmnine 

President Obama recently signed an Executive Order creating a new federal bureaucracy 
tasked with setting ocean policy and requiring marine spatial planning (ocean zoning) in all U.S, 
waters. Executive Order 13547 could have sigiiificanl adverse impacts on commercial use and 
development in the oceans and coastal zone. 

Point Thomson EIS Delay 

ExxonMobil has committed to a Point Thomson development plan to produce 
approximately 10,000 barrels of natural gas condensate starting in 2014, The EIS, however, has 
not been processed in a timely fashion. As a result, the start-up date for the project has been 
delayed from 2014 to 2015. 

The Ctmmlalive Impact of These Federal Decisions: Broad Based Policy Failure 

As this section demonstrates, the federal government has consistently sought to delay, 
shut down, or prevent resource development in Alaska tluough its decisions and broad policy 
mandates. Rarely has there been a federal policy that fails on .so many fronts: 

• Economic and job security — these policies have killed hundreds of jobs in Alaska. 

• Trade deficit — shutting down resource development in Alaska ensures that we import 
more oil from overseas, 

• Federal budget deficit — by denying Americans access to their own lands to produce 
oil, the federal government is foregoing billions in federal revenues, and instead 
Americans are forced to help fill the treasuries of countries such as Venezuela, 

Russia, and Saudi Arabia, 
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• Energy security — foregoing and shutting dotvn development of Alaska’s massive 
sources of domestic energy undermines U.S. energy security. 

• Foreign policy — On February 25, 2011, Governor Parnell gave a speecii in 
Washington to the National Press Club detailing how the federal administration’s 
antidevelopinent policies undermine our foreign policy, and relegates the U.S. State 
Department to a reactive role given our dependence on foreign oil. 

It is also important to underscore that the cun'ent federal administration’s decisions and 
policies do not advance global environmental protection. To the contrary, they do the opposite. 
When oil and energy development in Alaska is shut down by our own government, development 
for such resources is driven overseas to places like Brazil, Russia, Iraq, Azerbaijan, and Saudi 
Arabia. Envirormiental standards in these places are not nearly as strong or strictly enforced as 
in Alaska, where stringent regulations are the hallmark of hydrocarbon production on the North 
Slope. 

VII. There Is Deen. Broad-Based Frustration Throughout Alaska with the Federal 

Government’s Anti-Devcionment Policies and Decisions that Impede Responsible 

Resource Develonment 

During my first three months as DNR Commissioner, I have attended hundreds of 
meetings across the state with community, business, and government leaders. The most striking 
observation is the overwhelming frustration among all participants with the federal government’s 
anti-development policy that impinges on the state’s ability to develop our own resources — to 
support ourselves, our nation, and our economy. Alaskans’ frustration with federal policies 
extends to Democrats, Republicans, Independents, Native leaders, and industry; all have 
e.xpressed dismay over the recent pattern of federal decisions that impede and shutdown resource 
development 

Such frustration is exacerbated when Alaskans see the President encourage and welcome 
ultra-deep water oil drilling in Brazil, which has environmental standards and protections far 
inferior to those in Alaska, while liis administration consistently denies Alaskans the opportunity 
to develop our own resources at home. Governor Parnell spoke for many Alaskans when he 
stated that: “the federal government should be focusing on increasing responsible energy 
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development in America, not in Brazil Our country has existing energy resources that stand 

ready to be produced. There is no more stable market in the world than here in America.” 

Frustration with the federal government’s policies and decisions is a bi-partisan affair in 
Alaska. For example, on February 28, 2011, fourteen prominent Democratic state legislators 
submitted a letter to Secretary of the Interior, Assistant Secretary of the Army, and the 
Administrator of the Environmental Protection Agency, to urge these agencies to resolve the 
issues with ConocoPhillips’ permit application to build a bridge over the Colville River to access 
the CD-5 field in the NPR-A. They believed that oil that would be accessed by this development 
is crucial to the viable, long-term running of TAPS. More specifically, they noted that, “in 
Alaska, this view is shared by Democrats, like us, and Republicans. It is not a partisan issue. 
There are environmentally responsible ways to access the CD-5 segment of NRP-A, and we 
believe Conoco’s application meets these standards. Delay in development of this area is 
dangerous both to Alaska’s economy and the nation’s energy security. . . . We hope to convey 
that tiiis is an issue of bi-partisan, economic urgency to Alaskans. We respectfully request that 
this issue be resolved favorably as quickly as possible.” 

Prominent Alaska Native groups are also experiencing mounting frustration over federal 
resource development policies, many of which they feel threaten their subsistence lifestyle and 
potential job opportunities for struggling rural communities. For example, the Arctic Slope 
Regional Corporation (ASRC), which owns title to nearly five million acres of latid on Alaska’s 
North Slope and represents 1 1 ,000 Iniipiat Eskimo shareholders, and 10 other Alaska Native 
organizations have recently filed a notice to sue the federal government over its unprecedented 
designation of critical habitat for polar bears covering nearly 200,000 square miles of the North 
Slope. 


Tara Sweeney, ASRC's Senior Vice President of External Affairs, stated in a .lanuary Op 
Ed in the Anchorage Daily News that the “critical habitat designation should concern all 
Americans,,, it is a poor attempt to legislate climate change through regulation, a failure of 
national security policy, and simply bad federal Indian policy . , , Alaska’s resources are an 
important part of the nation’s energy supply, an our own government is choking this supply. The 
U.S. will be forced to import energy resources from hostile regions like the Middle East or 
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VenczLieia. This is a defective approach to domestic energy policy and clear and present danger 
Alaska Native communities.” 

As this committee is likely aware, this frustration with the federal government’s anti- 
resource development policies extends beyond Alaska. Governor Parnell captured not only 
Alaskans’ frustrations with federal policy, but also those of other states in a recent Wall Street 
Journal Op Ed: “Millions of American jobs are directly tied to our energy sector. Even as the 
energy sector necessarily diversifies, oil will continue to be a key piece of our national energy 
profile for many decades. And yet Alaska and the Gulf states have been blocked from developing 
America’s oil by politically driven federal policy, much of it aided by misinformation. If 
Americans wonder what our economic Achilles’ heel is, they need look no flirther than the 
federal regulatory system that delays permits for domestic exploration and production... By 
delaying leasing and permitting for exploration and development, and by locking up lands 
without congressional approval or authority, these agencies liave locked down domestic oil with 
no responsibility for the consequences. The rest of us feel them: increased reliance on Middle 
East oil and lost economic opportunity.” 

Vni. Frustration with Federal Actions Has Spurred the State to Consult with Federal 
Officials to Reverse Policies and Decisions that Shut-Down Resource Develonmcnt 
and. When Nccc.ssarv. Litigate Over These Decisions 

in response to the federal decisions and Alaska’s fmstration over these decisions the state 
has repeatedly reached out to federal officials to explain why their decisions are not in tlie public 
interest." For example, on all of tlie issues discussed above, state officials, including the 
Governor, testify before committees, provide scientific documents and speak with federal 
officials, including cabinet-level secretaries, to explain why we support certain development 
activities. In these interactions we always look for areas of agreement. 

But when the state has exhausted every administrative and legislative remedy, we turn to 
our judicial system. The state has found it necessary to litigate when it believes that the federal 

’ These decisions range from delays to Shell’s offshore exploration plans; a USFWS planning 
process on the ANWR’s coastal plain; a Corps of Engineers rejection of ConoooPhiliips’CD-5 
development plan at the NPR-A; a marine spatial planning project; proposed “Wild Lands” designation; 
to decisions under the ESA related to the polar bear. 


21 






43 


administration’s decisions to shutdown or derail resource development violate federal law. For 
example, the slate has filed lawsuits against the federal government protesting the de facto North 
Slope OCS moratorium, ESA listings, and critical habitat determinations. 

Another source of the state’s frustration centers on the Obama Administration’s lack of 
transparency and the failure to consult with the state prior to making decisions that have a 
profound impact on the state’s economy and its residents. For example, the DOl, prior to 
announcing an OCS moratorium in a May 2010 press release, failed to consult with the state. 

The administration’s failure to provide such notice violates federal law. Similarly, 1 met with a 
senior DO! official to specifically request that the administration provide more notice to the state 
and allow for state input before taking adverse actions that impact our interests. Twelve hours 
later, after being assured we would be given notice on future decisions affecting Alaskans, DOI 
announced a new Wild Lands policy without any notice or input fi’om the state, 

IX. The State of Alaska Wants to Partner with the Federal Government to Increase 

TAPS Tliroughnut to One Million Barrels Within a Decade to Help Reduce the 

Country’s Import of Foreign Oil 

The State of Alaska will continue to defend Alaska’s interests by trying to persuade the 
federal govemment to abandon its anti-development policy in Alaska. Where persuasion fails, 
we will continue to litigate such matters. In so doing, we strongly believe that we are also 
defending and promoting broader American interests. All Americans should be concerned about 
federal goveriunent policies that undermine U.S. interests across such a broad spectrum of 
critical areas. In particular, the viability of TAPS as a continuing critical component of our 
nation’s energy security infrastructure is an issue for all Americans. It is on this issue that the 
federal government can play a critical role. 

Although both economics and federal policies are in play, the viability of TAPS is more 
of a political issue than an economic one. As a threshold matter, Alaska’s North Slope has huge 
reserves and it is still relatively underexplored. Thus, the issue of TAPS’ viability does not 
center on whether we have enough hydrocarbons to entice investment. With 31 100/barrel oil, 
predictions that oil prices will remain over $80-$90 for much of the decade, and Alaska’s 
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existing infrastructure to transport hydrocarbons, the viability of TAPS is clearly not solely 
economic. 

The State of Alaska is also doing as much as we can to make oil production on stale lands 
as globally competitive as possible. The Governor’s major tax reform legislation will do much 
to gel us to such a position. 

For these reasons, the long-lenn viability of TAPS will primarily be determined by 
federal politics and policies. The federal government’s antidevelopment policies throughout the 
North Slope chill the investment climate and discourage companies from exploring and 
producing in Alaska. When Shell cannot drill one exploratory well in the OCS after five years of 
spending billions of dollars for leases and permits, and ConocoPhillips cannot get a permit, again 
after five years, to build a bridge across the Colville River to access CD-5 in the NPR-A, it is the 
federal government that is denying access to abundant hydrocarbon resources and, ultimately, 
jeopardizing the long-term viability of TAPS. 

These are just a few examples of many where federal policies have focused on 
discouraging — not encouraging — the billions of dollars of investment needed to increase North 
Slope oil production. If we had a federal government that welcomed exploration and 
development and permitted operations in a timely and predictable manner, the economics of 
filling TAPS would take care of itself. 

The Federal Government Should Embrace the Stale of Alaska Goal of Increosine TAPS 
Thvoti^hmil to I KHUion Barrels Per Day as Nalional Policy 

Our preferred approach is to have a federal government that joins us in the mutually 
beneficial goal of responsible resource development in Alaska. 

As noted above 12, on March 30, 201 1, Governor Parnell announced an ambitious but 
critical goal for Alaska and the country to increase the Trans Alaska Pipeline System (TAPS) 
tlvoughpiit to one million barrels of oil production per day within a decade, On the same day, 
President Obama announced his goal of reducing oil imports by one third by 2025, The State of 
Alaska fully endorses President Obama’s goal. Indeed, just this past Monday, Governor Parnell 
reached out to President Obama expressing Alaska’s support for this important goal while at the 
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same time asking the President to support the state’s goaJ to increase TAPS. More specifically, 
Governor Parnell respectfully requested that the President direct his Secretaries of Interior and 
Energy, as well as the EPA Administrator, to work with Alaska on refining a plan that will 
enable Alaska and the rest of the country to achieve the goal established by the President. 

The Slate of Alaska would also welcome Congress’s involvement in ensuring that the 
federal government supports Alaska goal of one million barrels a day through TAPS within a 
decade. By working together to champion such a goal, as well as the President’s goal of 
reducing oil imports by one third, we can demonstrate how state and federal goveniments can 
come together to curb our dependence on foreign oil and create a brighter, more secure future for 
Americans. 
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April ! 1, 201 1 

‘ilie Honorable Barack Obama 
Fresidcni of tlie L'nircd Stares 
i he While i-lau.se 
1600 Pennsylvania Avenue, NW 
Washington', DC 20500 

Re: Goal r«) Reduce Oil Imports 

Dear Mr. President, 

I was pleased to see your recent goal fo reduce tlic nation’s oil imports by bnc-ihurd by 2025, and 1 
have pirblicly commended vou lor it. With energy prices surging and manufacniring and 
transportation c<)sts rising, the high emt of goods intpacis cverj* American, putting our economic 
recovery at risk. Achieving your goal would put our nation on cnick to create additional jobs and 
greater ccunohiic opporluniiy for all. 

If weartt ur reach the goal tif cutting oil imports by onc-third, Alaska will have to play a critical cole 
- aiidAve arc clearly pttsirionctl to do so. On March .50, 20) 1, 1 anntninced aii ainbitipus goal for 
.Alaska and the country to increase the Trans Alaska Pipeline System’s CPAPS) throughput to one 
miilioii barrels of oil production per day within a decade. Current production through TAPS is about 
f>40v00d barrcLs per day, which is down from two million barrels pci tlay 20 years ago. TAPS is a 
critical ctmiponcnt of our nation's energy infrastructure. As rhrougiijmt declines continue, pipeline 
OjsCrational challenges increase, particularly during winter. Our goal of one million barrels a day 
through i.\PS within a decade is vitally important. 

I’Vjr the nation to adiicvc your goal, wc must <ibtain new producritm from both federal lands and 
State lands in Alaska, llie North Shtju* of .Alaska, botli on and offshore, which currently accounts 
for approximately 1 2 percent of l.-nited States domestic oil prr>ducuon, remains a world class 
iiydtocarbon basin by any measure. According to the Uiutcd Statc.s Geological Survey (L'SGS), the 
Nortli Slope of Alaska is estimated to iiolU about 40 billion barrels of oil and 236 trillion cubic feet 
of natural gas. In addition, the North SU>pe is estimated to have billions of barrels of heavy, viscous, 
and shale oil. 

A.S a state, we are doing all we can to increase re.sponsible oil production to one million barrels per 
day within ten years. We are in the process t)f mttdifying our fiscal system to nnike .Alaska mute 
globally competitive in order to attract investment. Wc are also undertaking other major reforms to 
increase responsible })roduetion in Alaska, such as building infrastructure to critical resource areas of 
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iJic shifc and reibrming ow pcrnairting system. Aiul, of course, we will maititain .strki c}ivironnHi}i:i! 
prmecrffin siantlards which m e the iKtlinwrk of responsible tlevfiopmejn oti die North .^!opc, 
l-lu\s'c\'cr. reaching Alaska’s goal of increasing t)tl priiducdon requmrs fetleral niuvenietii. Some of 
die tnnsf promising rki and gas fields in N(»rih America lie {>n federal hmtis <rn die North Slope of 
■Alaska, liR'kidiug the Nnrinnal Petrokutii Resen’e-Akska, die .Arcric Outer ( iuntinemal Shelf and 
the CoiLsr.n! idnin of ANWR, (Airrendy, CAjjlonirioii and ilevolupmem in each «jf these federal areas is 
hli jcked bv federal action ot inaction. WiriKnit access and umclv, piedicrable fedend perniitling. it 
will be much more challctiging fin yt>ui‘ national goal of rcdiicnigoii imports by oncMhiid, mid we 
will not ince! mv goal to increase TAPS rhronghput nr one million barrels pet dav. 

Mr. Presidciir, i fullv siippon your goal of a-ducing foreign imports of oil by onc-diiid, and 1 am 
a.sking you and your Adminisuaiiisn to CAprcsslv support Alaska's goal t>f mcieasing T.APS 
ihi'uuglipiu lo one million barrels a day. More specificallv, 1 am respecifully lequestiiig that vou 
direct your Secretaries of Inieiior and lAnergy, as well as y<Hir iiP.V Admimsuator, to wmk with otir 
Alaska administration and the of the conmn’ ro achieve the goai.s c.staljli.shed. 

Together, we can cWnionstraie liow State and federal goveniments cart come together on muiuailv 
aligned goals, cud) our dependence on foreign oil. siinmlate our economy, and create a brighter, 
inojx* secure future for Americans. 



(loveinor 

ce: The Honorable thiry Stevens. Senate Presidetit, .\laska State, l.egiskmre 

The Honorable Mike Chenauh. Speaker of the I'louse, .Alaska State Legiskrute 

I’hc I lonorabic Dan .Sullivan, (.A)mniissioner, Alaska Dcparmient of Natural Rcsoorcc.s' 

■file Honorable Tarn Hanig, Cojnmksioner, Alaska fX-partmenr of Bnvironmenud 
(Am.servantm 

john Katz, Dit ectorof Siare/Fcileral Reladons and Special Counsel, Office of the (luvcrnor 
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Mr. Whitfield. Mr. Sullivan, thank you very much. Mr. Law- 
rence, you are recognized for 5 minutes. 

STATEMENT OF DAVID LAWRENCE 

Mr. Lawrence. Thank you, Mr. Chairman, members of the com- 
mittee. I appreciate the opportunity to speak to you today. I have 
been asked to talk about Shell’s Alaska exploration program and 
the regulatory challenges that have blocked it. 

Mr. Whitfield. Is your microphone on, Mr. Lawrence? 

Mr. Lawrence. Thank you, Mr. Chairman. First, let me make 
three points. Our Nation needs oil and gas. Second, Alaska’s Outer 
Continental Shelf has world-class resources. Third, developing 
these resources has broad and long-term benefits. It is widely rec- 
ognized that the world’s demand for energy will double by 2050 
and to meet it, we will need all forms of energy. 

Government estimates say Alaska’s offshore holds at least 27 bil- 
lion barrels of oil and it may be much, much more. We can’t know 
until we can actually explore with the drill bit. We have been ready 
to do that since 2007. However, we have been blocked by regulatory 
barriers. One of the most frustrating, the inability to get a usable 
air permit from the EPA. This is a concern for Shell, but more im- 
portantly, it is a concern for the Nation. 

Put simply, Alaska’s OCS is an imperative for energy supplies, 
the economy, and national security. Developing Alaska’s resources 
will contribute substantially to meeting the energy needs of Amer- 
ica’s consumers and America’s businesses. It is not unreasonable to 
assume that production from Alaska’s OCS will ready 700,000 bar- 
rels per day for 40 years. That is equivalent to the 2010 oil imports 
from Iraq and Russia combined. In 2030, some have estimated that 
peak production could be over 1.4 million barrels per day. And that 
is more than our 2010 imports from either Saudi Arabia or Nigeria. 

Reducing foreign imports has immediate economic benefits. The 
balance of trade will improve. U.S. dollars will remain here in our 
own economy. Alaska’s OCS development will create an average of 
nearly 55,000 jobs per year for generations. These are long-term, 
well-paying jobs both in Alaska and the lower 48. It will generate 
conservatively $197 billion in government revenue from royalties 
and taxes. The oil will move through the Trans-Alaska Pipeline, 
which continues to be a major supply line to the lower 48. Without 
additional production in Alaska, this critical infrastructure will col- 
lapse and we cannot stand by and allow this. 

Regulatory barriers that undermine the Nation’s oil and gas leas- 
ing program should be a concern to policymakers. Consider the 
facts. At the government’s invitation. Shell participated in offshore 
lease sales in Alaska. We paid the government more than $2 billion 
for those leases and invested more than $1.5 billion to prepare for 
an exploration program that meets and exceeds all regulatory re- 
quirements. But despite our most intense efforts, we have yet to 
drill a single well. This is highly unusual. When the Federal Gov- 
ernment holds a sale, it is saying OCS exploration and develop- 
ment is desired. If a company presents a plan that meets all regu- 
latory requirements, that plan should be permitted. 

Unlike a development and production program, exploration here 
is a temporary, short-term operation. Our initial Alaska wells will 
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each take just 30 days to complete. Data will be gathered and the 
well will be permanently plugged and abandoned. These are not 
complex wells. The wells in Alaska’s OCS are vastly different from 
those in deeper water, specifically in terms of water depth and res- 
ervoir pressure. Much lower pressure means the mechanical bar- 
riers in Shell’s well designs will have even greater safety margins 
and much lower risk profiles than we see elsewhere in the deep- 
water Gulf 

Still, Shell has assembled an unprecedented oil spill response ca- 
pability. And there is no question that the bar should be high in 
the Arctic. We support high standards and a robust permitting 
process. But the process must work. And the EPA permitting proc- 
ess has failed. The emissions from our program pose no threat to 
human health. The EPA administrator herself stated this during a 
recent Senate hearing. 

No company should endure the delays and waste we have experi- 
enced over the last 5 years. Certainly, this is an area that Congress 
should address. First, Congress should clarify where emissions 
from an OCS facility should be measured. For onshore facilities 
like a manufacturing plant, emissions are measured generally at 
what is referred to as “the fence line.” Offshore drilling ships have 
no fence lines and the public is many, many miles away. 

Second, Congress should provide a clear definition for the point 
in time when a drilling vessel becomes regulated by the Clean Air 
Act. 

And third. Congress should require EPA to take final agency ac- 
tion on an OCS air permit within 6 months of receiving a complete 
application and should centralize any potential judicial review of 
final permits in the D.C. Court. 

Thank you, and I look forward to answering your questions. 

[The prepared statement of Mr. Lawrence follows:] 
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Summary 

Shell has been prepared to explore in Alaska’s OCS since 2007, but regulatory and legal challenges have 
prevented the drilling of a single well. 

Alaska OCS holds an estimated 27 billion barrels of oil and more than 120 trillion cubic feet of gas. 

Benefits of developing the Alaska offshore include reducing imports; extending the life of TAPS; creating 
54,700 jobs per year, $145 billion in payroll and $193 billion in government revenue by 2057. 

Shell’s Alaska exploration program, unlike a development and production program, is a temporary, three- 
month, short-term operation. The shallow water, low prcvssure Alaska OCS wells differ significantly from 
Gulf of Mexico deepwater exploratory wells; and the oil spill prevention, containment, mitigation and 
response plans are robust and comprehensive. 

The federal government held OCS lease sales in Alaska, a decision that indicates exploration and 
development is desired. Shell participated and paid nearly $2.2 billion for 10- year leases, but the 
government's permitting and regulatory process has not been equipped to deliver. 

The government has a responsibility to the leaseholder when it holds an OCS lease sale. Companies will 
not bid on leases if the government is not prepared to do the work that allows for exploration and 
development. 

Shell fully supports a regulatory process that is thorough, competent and robust. It must also be fair and 
lead to timely decisions. Of the 35 permits needed for the program, most are issued without delay; some are 
not. 

After five years, EPA has not issued a useable air permit for Shell’s temporary, mobile source of emissions. 
The EPA Administrator testified that the emissions do not present human health concerns. 

EPA has little or no experience with OCS oil and gas activities and has failed to set clear guidelines for 
issuing air permits for offshore oil and gas facilities. 

Federal agencies should have funding to do permitting work in a timely and thorough manner. 

Congress should ensure that OCS air permitting is rational by making clear that: 

• The focus is on the air quality at onshore locations, not air quality at offshore locations. This is 
consistent with the purpose of the Clean Air Act, i.e., to protect public health and the 
environment. 

• The drilling vessel becomes a “source” to be regulated when it begins drilling. Further, while 
the emissions of ve.s.sels associated with and operating near the drilling rig are considered when 
analyzing the impact of the drill rig on air quality, those vessels are regulated as mobile sources. 

• EPA should take final agency action within six months of receiving a complete application, 
which would provide for judicial review of final permits in the D.C. Circuit Court of Appeals. 
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Introduction 

Mr. Chairman and members of the Committee, I appreciate the opportunity to testify today. I 
would like to thank the Chairman for having this hearing to examine the resource potential in 
Alaska’s Outer Continental Shelf (OCS). 

I am Executive Vice President of Shell Exploration and Commercial. I lead a team of 
professionals who identify, invest in and explore for oil and gas resources around the world. The 
Arctic, including Alaska’s offshore, holds world-class resource volumes. That is why Shell has 
invested in leases off the coast of Alaska. 

Alaska can play a major role in meeting the energy needs of American consumers and American 
businesses but achieving that result requires action and political will. Developing Alaska’s OCS 
will also create thousands of jobs; hundreds of billions in revenue for local, state and federal 
coffers; reduce imports; improve the balance of trade; and extend the life of the Trans- Alaska 
Pipeline System (TAPS). 

Shell has been prepared to explore in Alaska’s OCS since 2007, but regulatory and legal 
challenges have prevented us from drilling even a single well. In the five years since first seeking 
to explore in Alaska, Shell has drilled over 400 exploration wells around the world. I remain 
hopeful that the barriers to exploring in Alaska’s OCS will be addressed in the short term. 
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Today I will discuss: 

• Global energy demand forecasts, and the fact that oil and gas will play a critical role in 
meeting future energy needs and in fueling the economy. 

• Alaska’s OCS resource potential, and the benefits to the nation of developing those 
resources. 

• Shell’s proposed exploration program in Alaska, and the challenges that have blocked the 
program. 

• And finally, some recommendations for moving forward. 

Global Energy Demand 

The world must grapple with the reality that global energy demand is projected to increase by 
roughly 50 percent over the next 20 years and could double by 2050. As the global recession 
fades and economies recover, demand will accelerate. A key driver will be strong economic 
growth and a vast, emerging middle-class in the developing nations. 

To address this demand, we will need all sources of energy - hydrocarbons, alternatives, 
renewables and significant progres.s in efficiency. Oil and gas will be the dominant energy source 
for decades. Renewables and energy efficiency will play an ever-increasing role. Shell is actively 
pursuing research and development into next generation biofuels. We also have a wind business 
in North America and Europe, for which 1 am responsible. 
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Future growth for alternative energy forms will be paced by the speed of technological 
development, public and private investment capacity, government policies, and the affordability 
of energy supply. Still, it takes several decades to replace even one percent of conventional 
energy with a renewable source. The effort to tip the scale towards more renewable sources of 
energy is worthwhile but even unprecedented growth in renewables would leave an enormous 
energy gap that must be filled with oil and gas. 

As we move to meet the world’s energy needs, environmental challenges must be met and 
policies kept in place to ensure responsible energy development. We must recognize and provide 
the amount of energy that will be required to grow the economy; and also have a framework in 
place that ensures we do so in an environmentally sustainable way. 

Governments have a role to play in defining the policies that will foster a viable, efficient and 
workable marketplace that allows technology and innovation to move forward. Industry - and 
most particularly the energy industry - has an important role to play as well. Human ingenuity 
combined with business acumen and political will has helped us clean up rivers, improve air 
quality, and make acid rain a thing of the past. This same human ingenuity will solve the issues 
of the future even as we power our economy. 


5 



56 


U.S. Oil and Gas Resource Potential 

The President recently acknowledged that reducing dependence on imports was a national policy 
imperative. We agree. The U.S. is resource-rich in many ways, especially in oil and gas. Yet, the 
U.S. imports more than 60 percent of its petroleum. 

Consider the enormous costs created by importing oil. According to the EIA: 

• Liquid fuel net imports will average 9.7 million bbl/d in 201 1 and 10 million bbl/d in 
2012, comprising 50 percent and 52 percent of total consumption, respectively. 

• Imports cost the U.S. more than $350 billion last year. 

I applaud the President for highlighting the need to reduce imports. Producing more oil and gas 
in our own country is a “win-win” proposition. It provides real economic and security benefits. 
With increased domestic production, less money is exported from the U.S., more money is 
invested in the U.S. and federal revenues increase through royalties and taxes. This can be done 
in a way that provides appropriate environmental protections based on solid science and an 
understanding of ecosystems and the impact of oil and gas activities on them. 

I offer an example from the OCS: 

According to the U.S. government, 420 trillion cubic feet of natural gas and more than 86 billion 
barrels of oil are yet to be discovered on the OCS, including Alaska. To put that into perspective. 
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that is enough natural gas to heat 100 million homes for 60 years and enough oil to fuel 85 
million cars for 35 years. 

The greatest offshore resource potential lies in four key areas: the Gulf of Mexico, Alaska and 
the Atlantic and Pacific Coasts. 

• Gulf of Mexico - This has been the heartland of U.S. offshore activity. The industry has 
been in the Gulf for more than 60 years, producing more than 10 billion barrels of oil and 
more than 73 trillion cubic feet of natural gas. Estimates state there are at least 45 billion 
barrels of oil and more than 233 trillion cubic feet of gas remaining. 

• Alaska OCS - World Class Potential - The Alaska offshore likely holds some of the 
most prolific, undeveloped conventional hydrocarbon basins in North America. 
Conservative estimates from the Bureau of Ocean and Energy Management Regulation 
and Enforcement (BOEMRE) place roughly 27 billion barrels of oil and over 120 trillion 
cubic feet of gas in the Alaska OCS. 

• Atlantic and Pacific Coasts - Assessments of these areas have not been updated in 
decades, but the estimate is that the Atlantic Coast holds 4 billion barrels of oil and 37 
trillion cubic feet of gas and the Pacific Coast holds 10 billion barrels of oil and 1 8 
trillion cubic feet of gas. 
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History of Alaska DCS 

The world has long been aware of the Arctic’s vast resources. In total, more than 500 
exploratory, production, and disposal wells have been drilled in the Arctic waters of Alaska, 
Canada, Norway and Russia. As a result of federal OCS lease sales in the 1980s and 
1990s, more than 35 wells have been safely drilled in the U.S. Beaufort and Chukchi Seas. 

Shell is proud of its offshore legacy in Alaska, having produced in the state waters of Cook Inlet 
in Alaska for more than 30 years beginning in 1964. In the late 1970s and mid 1980s, Shell 
drilled exploration wells offshore in the Gulf of Alaska, St. George Basin and the Bering Sea. In 
the late 1980s and early 1990s, Shell drilled several exploration wells in the Beaufort Sea and 
later drilled four of the five exploration wells ever drilled in the Chukchi Sea, 

Although oil and gas were found, Shell chose not to proceed to development. We plugged and 
abandoned those exploratory wells for economic reasons - including the fact that, at that time, 
TAPS was already running near capacity. 

Since 2005, the federal government has held several more OCS lease sales in Alaska. Shell 
participated in these lease sales and in fact, is now the majority leaseholder in the Alaska 
offshore. Shell has paid the federal treasury nearly $2.2 billion for ten-year leases in the 
Beaufort and Chukchi Seas. Additionally, Shell has invested more than $1.5 billion and six years 
preparing for an exploration drilling program with unparalleled mitigation and safety 
measures. Shell’s work includes multiple years of 3D seismic data collection, first-of-its-kind 
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baseline science, shallow hazard surveys, geotechnical programs, numerous social investment 
initiatives and hundreds of meetings with North Slope residents. 

The Benefits of Developing the Alaska Offshore 

The benefits of developing Alaska’s offshore oil and gas resources arc many - not only to 
Alaska, but also to the Lower 48. Development would be an economic engine for decades to 
come. 

The jobs growth and economic benefits of Alaska OCS exploration and development are well 
understood. A study conducted in 2010 by Northern Economics and the Institute for Social and 
Economic Research (ISER) at the University of Alaska details the potential national benefits of 
developing the oil and gas resources of the Alaska OCS: 

• An annual average of 54,700 new Jobs would be created and sustained through the year 
2057, with 68,600 jobs created during production and 91,500 at peak employment; 

• A total of $145 billion in new payroll would be paid to employees through the year 2057, 
including $63 billion to employees in Alaska and $82 billion to employees in the rest of 
the U.S.; and 

• A total of $193 billion in government revenue would be generated through the year 2057, 
with $167 billion to the federal government, $15 billion to the state of Alaska, $4 billion 
to local Alaska governments, and $6.5 billion to other state governments. 
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Several important implications for national policy and domestic supply are raised in the study 
including: 

• Alaska OCS development maximizes the value of Alaska’s and the nation’s oil and gas 
resources by enhancing both value and volume: reduced transportation cost (from 
existing infrastructure operating below capacity) enhances value, and expanded 
infrastructure enables development of satellite fields; and 

• Alaska OCS development can help extend the operating life of TAPS and increase the 
probability of an Alaska gas pipeline due to greater certainty of the available gas 
resource base to fill it. 

To elaborate, Alaska’s OCS likely has at least a third more oil than has been produced in 
Prudhoe Bay, moved through TAPS and used to fuel the U.S. for the past 30 years. It is two and 
a half times what has been produced in the Gulf of Mexico since 1990. 

An independent assessment of industry-wide development of Alaska's Beaufort and Chukchi Sea 
OCS found that an average of just under 700,000 barrels of oil per day would be produced for 40 
years. This is equivalent to our 2010 oil imports from Iraq (506,000 bbl/day) and Russia 
(137,000 bbl/day) combined. This same study found that production would peak at 1 .45 million 
barrels of oil per day in 2030 (and 2. 1 billion cubic feet of gas per day in 2050). This is more 
than our 2010 oil imports from Mexico (1.03 million bbl/day), Saudi Arabia (958,000 bbl/day), 
Nigeria (996,000 bbl/day), or Venezuela (827,000 bbl/day). 


10 



61 


An additional average increased production of 700,000 barrels of oil per day for 40 years, at a 
peak production of 1 .45 million barrels per day is no small feat. It is tantamount to eliminating 
the need for imports from one of our largest foreign suppliers. This is especially helpful in a 
world of increasing geopolitical instability. 

Domestic energy production is critical for the security and prosperity of the U.S. Money spent on 
domestic energy cycles in the U.S. economy, increases domestic economic activity and jobs. 
Alaska OCS activity will also help address our national debt, bringing in hundreds of billions in 
federal revenues from taxes and royalties from oil and gas production and the economic activity 
that is stimulated as a result. 

A major benefit from Beaufort and Chukchi development would be the long-term viability of 
TAPS. Since 1977, Alaska has supplied the U.S. and its refineries with vast quantities of 
domestic oil via TAPS, totaling roughly 17 billion barrels through 2010. The construction and 
operation of the pipeline has also provided hundreds of thousands of high paying jobs in Alaska 
and the nation, helping to lift America out of one of its worst economic downturns. A generation 
of Americans worked on building TAPS and it remains an economic engine as well as a symbol 
of American know-how and ingenuity. 

Unfortunately, production in Prudhoe Bay has fallen significantly in recent decades. At its 
height, the pipeline supplied the nation with 2.1 million barrels of oil per day or about 1/3 of the 
nation’s oil production. 
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Today TAPS supplies only 600,000 barrels per day; about 1 1 percent of our domestic supply. If 
the throughput in the pipeline continues to decline and no new supplies arc found, it will 
eventually be shut down, cutting access to one of the largest sources of domestically produced oil 
in the country. This would quickly accelerate our already increasing dependence on imported oil 
and negatively impact the U.S. balance of payments and federal revenues. Production of 
Alaska’s oil has provided tens-of-billions of dollars in tax revenues and will in the future, but 
only if it remains viable. 

The recent temporary shutdown of TAPS had an immediate impact on crude prices, jeopardized 
the continuity of the U.S. West Coast refinery infrastructure, and resulted in a spike in U.S. 
reliance on Russian crude supplies. This could be a harbinger of things to come. 

Fortunately, the U.S. has an opportunity to prevent this scenario from reoccurring. According to 
Northern Economics and ISER at the University of Alaska, if DCS oil is transported through 
TAPS, the higher volume of throughput would reduce the TAPS tariff and would extend the life 
of TAPS for decades. Doing so would require a major pipeline expansion to meet offshore 
pipelines in Camden Bay and in the Chukchi Sea. Those projects would certainly rank among the 
largest private sector construction projects in U.S. history. 

It is clear that resource development, such as OCS oil and gas production, is the first step in 
wealth creation. It has an enormous economic multiplier. Jobs and revenues created by oil and 
gas development have strong reverberations across our economy, producing long-term high 
paying jobs. It creates a need for domestic manufacturing capabilities, steel production. 
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transportation, infrastructure development, electronics and high-tech components. Alaska OCS 
development is a genuine long-term economic stimulus plan. 

Finally, by exploring and developing our OCS resources, the U.S. has an opportunity to reaffirm 
its global role as an Arctic nation. It is no secret that the Arctic is becoming a critical location 
from a geopolitical and strategic perspective. Arctic nations are increasingly interested in 
international boundaries and opportunities for resources and economic development. 

Recently, Norway and Russia signed a maritime border delimitation agreement that settled a 
long-standing seaward boundai-y dispute in the Barents Sea. The stimulus for the agreement was 
mutual cooperation that would allow the development of offshore Arctic oil and gas resources. 
Elsewhere, Arctic nations are asserting their claims to continental shelf borders in accordance 
with the United Nations Convention on the Law of the Sea. Even nations outside the Arctic are 
positioning themselves for Arctic resource development. 

Due to U.S. inactivity, our country risks falling even further behind the rest of the world in 
developing its Arctic resources. As we are seeing in countries like Norway, Russia, Greenland 
and Canada, such resources are highly attractive and new exploration is already underway. We 
have an opportunity to develop our Arctic resources and the infrastructure appropriate to 
facilitate our Arctic presence. 
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Offshore Safety Standards 

Before moving to a discussion of Shell’s Alaska exploration program, it is appropriate to 
acknowledge the Deepwater Horizon incident in the Gulf of Mexico. The incident forced a re- 
examination of offshore operations and led to new regulatory requirements that have raised the 
bar on safety. This was appropriate and has resulted in substantial changes in the way the 
industry operates. There is no question that the industry must be held to the highest standards 
both for protecting the environment and protecting the health and well-being of our workers and 
communities in which we operate. 

Let me highlight a few of the new regulatory requirements systems adopted by the federal 
government and industry: 

• The Interim Final Drilling Safety Rule is focused on minimizing the likelihood of an 
incident and addresses barriers that should be in place to prevent a hazard. Preventing an 
incident is a top priority. 

• Responding to an incident is now substantially enhanced with new requirements for 
containment capability, The Marine Well Containment Company (MWCC), which Shell 
initially formed in partnership with three other oil aitd gas companies, is designed to do 
just that. The MWCC is a stand-alone organization committed to improving capability 
for containing a potential underwater well control incident in the Gulf of Mexico. 

• The industry announced that a new Center for Offshore Safety will be created to promote 
the safety of offshore operations and enhance the government’s regulatory role. The 
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Center will provide an effective means for sharing best practices. Members will be 
subject to independent, third-party auditing and verification to ensure integrity. The 
Center will operate around an existing safety framework created by the American 
Petroleum Institute in 1993, known as RP75, or "Recommended Practice for 
Development of a Safety and Environmental Management Program for Offshore 
Operations and Facilities." 

• Industry has also significantly increased its resources to respond to a major oil spill by 
adding vessels, equipment and personnel. 

In addition to regulatory requirements, a company must foster and promote safety relentlessly 
each day. At Shell we call this Goal Zero. Everyone who works for us - both employee and 
contractor - are expected to comply with the rules; intervene when anything looks unsafe; and 
respect people, the environment and our neighbors. Compliance is not optional. 

We have personal safety systems and procedures with clear, firm rules; simple “do’s and don’ts” 
covering activities with the highest potential safety risk, such as getting proper authorization 
before disabling safety-critical equipment and protecting against falls when working at heights. 

We have process safety systems to ensure the safety and integrity of our operations and assets. 
Process safety is also managed through a variety of tools, such as well and facility design 
standards; established “operating envelopes” not to be exceeded; maintenance and inspection 
intervals for safety critical equipment; and an effective Management of Change process. 
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Our approach also requires that all contractors, including drilling contractors, develop a Safety 
Case to demonstrate major risks arc properly managed. A Safety Case in deepwater drilling 
shows how we identify and assess the hazards on the rig; how we establish barriers to prevent 
and control the hazards; and how we assign the critical activities needed to maintain the integrity 
of these barriers. Further, it guides the rig and crews in risk management; and ensures staff 
competency, especially for those new to the rig. 

Shell’s Alaska Exploration Program 

Shell is planning an offshore oil and gas exploration program in 2012 during the three-month 
open water season. This program could include drilling multiple wells in both the Beaufort and 
Chukchi Seas, site clearance surveys and baseline science studies. It is important to note that an 
exploration program, unlike a development and production program, is a temporary, short-term 
operation. In the Alaska OCS, an exploration well is anticipated to take approximately 30 days to 
complete, at which time the well will be permanently plugged and abandoned and the site 
cleared. Shell’s exploration program will meet or exceed all applicable regulatory requirements 
for the protection of health, safety and the environment. 

Shell is committed to employing world-class technology and experience to ensure a safe, 
environmentally responsible Arctic exploration program - one that has the smallest possible 
footprint and no negative impact on North Slope stakeholders or traditional subsistence hunting 
activities. Aspects of the 20 1 2 program have been under evaluation by federal agencies since 
2006. At every step, Shell has worked with federal agencies, the State of Alaska, and local 
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communities to develop a program that achieves the highest technical, operational and 
environmental standards. 

I will discuss here: 

1 . The currently available science regarding the Arctic is extensive and more than adequate 
for an exploration program; 

2. The shallow water, low pressure Alaska OCS wells differ significantly from Gulf of 
Mexico deepwater exploratory wells; and 

3. The oil spill prevention, containment, mitigation and response plans included in Shell’s 
2012 Arctic exploration plan are robust and comprehensive. 

Arctic Baseline Science 

Some argue that there is insufficient scientific data regarding the Arctic and, therefore, 
exploration in the Chukchi and Beaufort Seas should not go forward. This is not accurate. In 
fact, the available scientific data is more than adequate to identify and evaluate the impacts of an 
exploration program that is, by definition, a short-term, temporary operation. 

Several thousand environmental, ecological, and socio-economic studies applicable to oil and 
gas activities in the Arctic OCS have been completed over the last 30 years. The categories of 
scientific data available include: tides and ocean currents, weather (e.g., wind and its effect on 
currents, precipitation), ice conditions, baseline environmental data related to species found in 
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the arctic (e.g., benthic, fish, birds, marine mammals, etc.), assessments regarding the impacts of 
oil and gas exploration activities on those species, and, specifically, information assessing the 
impacts of an oil spill on those resources, in the highly unlikely event of an incident during 
exploration drilling. 

Since 1973, federal agencies have performed more than 5,000 environmental studies to better 
understand the Alaska OCS and coastal environment, and document or predict the effects of 
offshore oil and gas activities. The former Minerals Management Service Environmental Studies 
Program spent more than $600 million dollars (more than $1 billion in inflation adjusted dollars) 
for studies under the guidance of the OCS Scientific Committee, which advises the Secretary of 
Interior, About half of these funds have been directed to Alaska. 

The advancement of scientific knowledge will continue. This expanded knowledge is critical 
because it informs government regulators who must issue permits, it informs policymakers who 
must develop sound energy and environmental policy and it informs our operational decisions. 

In fact, Shell is contributing to advancing Arctic science in several ways. Since returning to 
Alaska in 2005, Shell has spent $60 million engaging in an aggressive environmental studies 
program in the Arctic offshore. Shell has worked in a collaborative manner with a wide range of 
stakeholders, including industry partners, local, state, and federal governments, universities, and 
non-government organizations to share resources and facilitate the further development of our 
understanding of the Arctic marine ecosystem. 
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Shell has also taken the lead in the development and implementation of new technologies, 
including unmanned aerial systems, acoustic recorders, and integrated ecosystem studies to 
advance capacities to work in this challenging offshore environment. Shell fosters and funds 
such diverse research as computer assisted identification of marine mammal calls, greatly 
enhancing the capacity to utilize acoustic sampling technologies, satellite tagging, ice and 
weather forecasting and physical oceanography. 

Recently, the North Slope Borough (NSB) and Shell entered into a multi-year collaborative 
science agreement that will enable impacted North Slope communities to build capacity for 
scientific research and independent review of studies, exploration and development plans and 
regulatory documents. The research program established under this agreement will be guided by 
an Advisory Committee of representatives from each of the coastal communities (Point Hope, 
Point Lay, Wainwright, Barrow, Nuiqsut and Kaktovik), scientists from the NSB and Shell, and 
independent scientists. This committee will be responsible for identifying critical issues, setting 
investigative priorities, and integrating traditional knowledge with science. The current 
agreement is between the NSB and Shell, but it anticipates expansion of the studies program 
through additional funds from third parties, which may include either private or public sources. 

If exploration leads to a commercial discovery, even more science will be needed. Consistent 
with the Outer Continental Shelf Lands Act’s (OCSLA) multi-stage process, development and 
production activities will build on the information gathered through the exploration stage. The 
first development in the Arctic OCS will require the preparation of an additional environmental 
impact statement. The issues to be addressed in that document will be determined during a 
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public scoping process. Since 2006, Shell has spent almost S90 million pre-investing in data 
acquisition, studies and research and development that will support environmentally sound 
offshore development. Information gathered during these earlier OCSLA stages (including 
exploration) will form the basis for that scoping process, as well as the identification of any 
issues that may require additional research or study before informed decision making. 

This approach was recently validated in the final version of the President’s Oil Spill Commission 
report where it states, “The need for additional research should not be used as a de facto 
moratorium on activity in the Arctic, but instead should be carried out with specific timeframes 
in mind in order to inform the decision making process,” 

Exploration in Alaska’s OCS vs. Exploration in Deepwater Gulf of Mexico 

The drilling conditions for Shell’s proposed 2012 Alaska OCS exploration program are typical of 
wells that have been safely and effectively drilled for more than 30 years. The Alaska OCS 
wells are in shallow waters and have much lower downhole pressure, which is vastly different 
from the conditions found in the deep waters of the Gulf of Mexico. This increases the safety 
margin. 

The Deepwater Horizon was drilling the Macondo well in 5,000 feet of water and down to a 
depth of 18,000 feel. The pressure encountered in the Macondo well was about 15,000 psi based 
on mud weight at total depth. The water depth, well depth and pressure make the Macondo well 
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and other deepwater Gulf of Mexico wells far more technically complex than the shallow wells 
that will be drilled off the coast of Alaska. - 

In Alaska’s Beaufort Sea, the wells will be in 150 feet of water or less. The wells will be 
between 7,000 to 10,000 feet deep. We have extensive reservoir pressure models based on 
previously drilled wells in the Chukchi and Beaufort Seas that show the pressure at total depth in 
our initial exploration wells will be no more than 6,000 psi, less than one-third the pressure of 
Macondo. 

With lower anticipated bottomhole pressure in the Alaska wells, all of the mechanical barriers in 
Shell’s well design have higher overall safety margins between operating pressure and 
mechanical barrier design pressures. Even if the riser from the drill rig to the blow-out preventer 
on the seafloor was breeched, as it was in Macondo, the weight of the drill mud in the downhole 
pipe would maintain well control and prevent a blowout from happening. To reiterate, Shell’s 
2012 Arctic well program is exploratory. The well will not be converted to a production well. It 
will be permanently plugged and abandoned per federal regulations. 

Oil Spill Prevention and Response 

Oil spill prevention and response planning is a top priority. Shell’s Oil Discharge Prevention and 
Contingency Plan is robust. We have invested in an unprecedented oil spill response capability to 
support our drilling plans in the Beaufort and Chukchi Seas. Our spill recovery equipment is 
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state-of-the-art, widely acknowledged by experts as proven and effective under cold-climate 
conditions and designed to remove the worst-case discharge. 

Specifically, Shell has developed a three-tier or layer system for use in the Alaska OCS. 

1 . The first tier is located on site, always less than an hour from the drilling rig. It is a 
dedicated fleet of purpose-built vessels and specialized oil containment equipment, which 
will be on-site 24/7 before a drill bit ever touches the sea floor. 

2. The .second tier is located to capture oil that might move away from the drill rig. 

3. The third layer involves pre-staged shoreline protection. This, along with the first two 
tiers involves extensive use of both local residents and traditional knowledge. 

Shell’s oil spill response personnel routinely practice and conduct spill response drills. The 
response system consists of dedicated oil spill response assets including: offshore recovery 
vessels with skimmers and boom, near-shore barges with skimmer and boom, shallow water 
vessels with skimmers and boom, pre-identified protection strategies and equipment for 
environmentally and culturally sensitive sites, as well as onshore oil spill response teams to 
deploy and support the above. These assets are staffed during operation around the clock with 
trained crews provided by Alaska Clean Seas, Arctic Slope Regional Corporation, and 
Ukpeagvik Inupiat Corporation. 
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Design Prevention, Containment and Spill Response 

Shell has design standards and practices that have enabled us to safely drill many deepwater and 
shallow water wells worldwide in a variety of conditions, including the Arctic. Shell will 
rigorously apply these standards in all well operations on the Alaska DCS. As described above, 
the conditions of the well mean that prevention through the mechanical barriers built into the 
design have a high margin of safety. 

The blow out preventers (BOP) that Shell will use have been extensively maintained, inspected 
and tested by third party specialists. The BOPs have been validated to comply with the original 
equipment manufacturer specifications, in accordance with API Recommend Practice No. 53. 
Shell’s BOPs will comply with all regulatory requirements. 

We will also retain the ability to mechanically cap the well in the unlikely event of a BOP 
breach. In fact, ail existing Shell wells, in deep water, around the globe, can be capped. The 
design and construction of these wells allows them to withstand the pressure build-up that results 
when the well is capped. If the blow-out maintains mechanical integrity in the borehole and 
wellhead, a “capping and containment” operation would be employed. Mechanically capping the 
well, for example with an additional prc-cnginccrcd BOP, has the ability to reduce or even stop 
the flow, but still requires a surface collection system. The benefit of this response methodology 
is that it reduces or completely halts the flow of oil entering the water column. This capping 
method was eventually proven successful in terminating the well bore flow even at Macondo, 
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and has been an integral part of well control descriptions in industry’s recently approved permits 
in the deepwater Gulf of Mexico return to drilling. 

In the extremely unlikely event that the wellhead integrity is compromised and an uncontrolled 
flow occurs, we would employ a prc-fabricatcd “sub.sea collection” system. This would consist 
of a subsea dome located on top of the wellhead, collecting fluids to a surface barge where gas, 
oil and water can be separated prior to storage and disposal. Separated gas would be flared; 
separated oil and water would be stored in tanks for subsequent disposal offsite or flared. 

Collecting the flowing fluids close to their source of origin prevents or limits the flow of oil into 
ocean waters, and optimizes the suite of surface oil spill response capabilities by engaging the 
problem at its source. Surface oil spill response equipment would remain on station in the 
immediate area. Given we will have two functional drilling vessels in our 2012 exploration 
operations, each drilling rig will act as the relief backup well drilling unit for the other. Each can 
immediately stop operations and respond to drill any ultimate relief well. 

Oil in Ice 

A significant amount of oil-in-ice research has been completed over the last 30 years and more is 
underway. A four-year program known as the Joint Industry Project (JIP), under the 
management of SINTEF Norwegian Research Institute, was sponsored by six international oil 
companies, including Shell, and involved a ho.st of international scientists including tho.se from 
the Department of the Interior. The purpose was to advance knowledge, tools and technologies 
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for oil spill response in ice-covered waters. The program looked at the fate and behavior of oil 
spilled in Arctic conditions; the in-situ burning of oil in Arctic and icc-covcred waters; the 
mechanical recovery of oil in Arctic and ice-covered waters; the use of chemical dispersants in 
Arctic and ice-covered waters; monitoring and remote sen.sing of oil in and under ice; the 
preparation of a generic oil spill contingency plan; and field experiments at Svalbard, Norway, in 
offshore ice-covered waters. 

In May 2009, the group spent two weeks in the pack ice in the Norwegian Barents Sea to study 
the behavior of oil spills in Arctic waters and to test various response options in realistic oil-in- 
icc conditions. The tests proved that ice acts as a natural boom or protective barrier to confine 
and reduce the spread of an oil spill and to provide a longer window of opportunity in which 
clean-up technologies can be used effectively. These tests are the most wide-ranging research 
and development programs ever undertaken to evaluate Arctic oil spills. 

These real-world offshore tests marked the final stage in the largest and most wide-ranging 
international research and development program ever undertaken to enhance detailed 
understanding, to further improve and develop spill-response technologies and to increase the 
ability to react rapidly in the event of an accidental oil spill in ice-covered conditions. The 
summary of that research showed that by using a suite of available tools (all of which are part of 
Shell’s Alaska tool kit), including Arctic-tested booms and skimmers, and in-situ burning and 
dispersants, the majority of oil could be cleaned up in a variety of Arctic conditions; including 
broken ice and slush. 
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Shell is now leading industry efforts to perform another JIP to continue advancing the 
technology and research for oil spill response in ice. 

Regulatory Challenges 

Shell participated in several Alaska OCS lease sales at the invitation of the federal government. 
Although the leases were issued to Shell, the govemmcnt'.s permitting and regulatory process has 
not been equipped to deliver. As a result. Shell has been blocked from drilling even a single 
exploration well. 

Let me stress that this is highly unusual. The federal government’s decision to hold a sale is, in 
effect, a decision that OCS exploration and development is desired. The federal government does 
years of in-depth analyses before holding an OCS lease sale. Therefore, an exploration or 
development plan that meets regulatory requirements is permitted. In the case of Shell in Alaska, 
we have met and exceeded the regulatory requirements and still have not been able to drill a well. 

Each of our 4 14 leases in the Beaufort Sea and the Chukchi Sea has a ten-year term. A lease will 
expire and return to the federal government at the end of its term, if substantial steps to develop it 
are not taken. 

So, Shell is in a “catch-22,” We have invested more than $3.5 billion in leases and in supporting 
infrastructure - equipment, support vessels, baseline studies, and workforce training in order to 
take the first step to explore for oil and natural gas. We have assembled what is arguably the most 
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environmentally sensitive and thoroughly responsible exploration plan in history. Yet, for reasons 
largely beyond our control, permits have not been issued. Since our leases are only valid for a 
limited time, we are keen to move forward. 

A Robust Regulatory Process 

Let me be clear, Shell fully supports a robust permitting process. Permitting work and regulatory 
requirements protect people and the environment and ensure safe and responsible operations. Shell 
fully understands the need to provide exploration plans that safeguard the environment and Arctic 
ecosystem and we are ready to proceed with an exploration program that does precisely that. At 
the same time. Shell believes the regulatory process should also be thorough, competent and 
robust. In an era when oil and gas activity is heavily scrutinized, it is critical that the permitting 
work be done to the letter of the law. Without that, legal challenges are likely and can also act to 
block a program. 

The process should also be valid, fair and lead to timely decisions. Regardless of one’s views on 
oil and gas development, we can all agree that endless delays and inefficiencies in our government 
are wasteful to the taxpayer and should not be tolerated. Such inefficiencies undermine confidence 
in the U.S, offshore program and ultimately force investment out of the U.S.; depriving American 
people of the many benefits I identified earlier — jobs, economic prosperity and energy security. 
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Permits Required for Alaska OCS 

There are many regulatory agencies at the federal and state level which must review and permit 
any offshore program. In Alaska, our proposed exploration plan requires more than 35 federal 
permits from agencies that have a say in what the plan of exploration will look like. Most permits 
are issued without delay; however, several federal permits have been problematic; none more so 
than the permit needed from the Environmental Protection Agency (EPA) for air emissions. 

History of Shell Alaska Air Permit Efforts 

Shell’s exploration activity currently involves a temporary, mobile source of emissions. During 
the five years of working with EPA to obtain permits, wc have spent thousands of man-hours and 
tens of millions of dollars in extensive pre-application consultation, voluntary emissions 
limitations, significant equipment upgrades, and four separate air permit applications 
encompassing two different air permitting approaches. Today, Shell still does not have a single 
effective air permit, despite the fact that the Administrator of the EPA recently testified before 
the Senate that the emissions from Shell’s exploration program off the coast of Ala.ska do not 
present human health concerns. 

February 2006 

• Shell began the initial pre-application dialogue with EPA’s Regional Office in Seattle, 
known as Region 10 or RIO. Among the many things discussed was whether to pursue 
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major source or minor source permits. A decision was ultimately made to pursue minor 
source permitting. 

December 2006 

• Shell applied to RIO for minor source permitting for two drilling units, the Discoverer 
and Kulluk. 

• Permits issued in spring 2007; subsequently a request for review was made to the 
Environmental Appeals Board (EAB). NOTE: The EAB was delegated authority to 
review air permits by the EPA Administrator. Any person who has commented on the air 
permit application has standing to request review. The permit cannot be used until 30 
days after issuance; and if a review request is filed within those 30 days, it cannot be used 
until the EAB validates the permit. 

September 2007 

• EAB remanded both permits to RIO. The primary reason for remand was an “inadequate 
analysis and record support” by RIO on issues related to potential aggregation of separate 
stationary sources. In other words, the EAB did not deny the permit, but asked for more 
information to demonstrate decisions made by RIO regarding it. 

June 2008 

• Nine months after the remand, RIO reissued the Kulluk Minor Source permit. 

• This permit was again the subject of a request for review at the EAB. 
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Fall 2008 

• While the Kulluk minor source permit was pending at EAB, RIO indicated that it no 
longer felt the minor source permit approach was the best approach for Shell to take 
regarding its Arctic OCS permitting program. 

• RIO advised Shell to seek major source permits, or OCS Prevention of Significant 
Deterioration (PSD) permits, for its Arctic program. 

• In an effort to support this different permitting track. Shell agreed to submit new major 
source PSD permit applications for the Discoverer drill ship. This required that Shell 
commit $26 million to install selective catalytic reduction and oxidation catalyst on the 
Discoverer. 

December 2008 

• Nearly three years after our initial dialogue with RIO, Shell filed a PSD application for 
the Discoverer drill ship in the Chukchi Sea. 

• At RlO’s request, the PSD application for the Discoverer in the Beaufort Sea was held 
back until May 2009. 

• In March 2009, Shell withdrew the Kulluk minor source permit while it was still pending 
at EAB. 

March 2010 

• After 15 months, RIO issued the Chukchi PSD permit for the Discoverer. 
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April 2010 

• After 1 1 months, RIO issued the Beaufort PSD permit for the Discoverer. 

• Both Discoverer permits were subject to a review request at the EAB, 

• Shell requested that EAB expedite review of the permits. 

May 2010 

• EPA requested that EAB hold the permits “in abeyance” for an indeterminate period, 
expressing concern about OCS exploration following the BP/Macondo incident. 

• After four months of preliminary proceedings, including interim hearings and 
postponements, EAB ultimately heard oral arguments on three main issues associated 
with the permits 1 on October 7, 2010. 

December 2010 

• EAB remanded the permits as a result of “clear error” on the part of R 1 0. Again, the 
error by RIO was an inadequate explanation in the administrative record regarding the 
definition of OCS source, as well as issues related to the RlO's insufficient environmental 
Justice analysis. The EAB also alluded to the fact RIO should evaluate whether new air 
limits proposed after the filing of Shell’s permit applications, and effective after the 
permits were issued by RIO should be used in any reissued permit. Finally, a subsequent 
ruling by the EAB has added one issue (PM 2.5 analysis) to the list of remanded issues 
requiring further attention by RIO. 
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In short, the EAB remand of Shell’s air permit did not indicate the EPA came to an incorrect 
conclusion on the impact of Shell’s air permit or that our activities would adversely impact the 
air shed; the EAB simply stated that the EPA did not sufficiently explain how it arrived at certain 
determinations. It’s the roadmap that’s in question and as a result. Shell was forced to cancel its 
201 1 exploration program and cancel tens of millions of dollars in local contracts, in large part 
because the EPA permits were stalled. 

Today, the permits for the Discoverer back in the hands of RIO. Shell has filed a minor 
source permit for the Kulluk drill vessel in the Beaufort. Shell is pleased that EPA has dedicated 
additional resources to the permit work and is hopeful that the permits will be delivered in a 
timely manner, 

'What was the Problem at EPA? 

Based on the history of dealing with EPA in trying to permit our offshore Alaska program, it 
seems clear that EPA was not equipped to permit OCS oil and gas activities. Every year, EPA, 
state and local permitting agencies issue many Clean Air Act permits for major stationary 
sources. Undoubtedly, some of these permits take considerable time to develop and to gain final 
approval - but we would estimate that very few of these permits have required the amount of 
time and expense associated with obtaining a Clean Air Act permit for a single drilling vessel - 
five years and $50 million dollars. 
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The contrast between permitting an onshore air emissions source and an offshore oil and gas 
activity is striking. Let me explain. 

In any given year, onshore air emissions permits may be required for major modifications for 
industrial facilities, changes in large petrochemical facilities, new manufacturing plants and new 
or modified power plants. The permits may be needed to allow the emission of tens of thousands 
of tons per year in conventional air pollutants; and a single facility may have scores of separate 
emission points. All this permitting generates a large, recurring volume of Clean Air Act 
permitting actions. Those actions involve very complex technical analyses, engineering 
Judgments and the resolution of sometimes difficult legal issues. Yet, most of these permits do 
move through the Clean Air Act permitting process. 

By contrast, permitting the air emissions of an offshore exploration operation with the EPA in 
the Arctic has proved to be a far more daunting effort than anyone could have imagined when 
discussions between Shell and EPA began in 2006, The emissions from a temporary, mobile, 
offshore drilling vessel using diesel-fucl motors and equipment are miniscule in comparison to 
the emissions from a large industrial facility. In addition, drilling vessels for the most part 
operate far offshore and away from population centers. In states like Alaska, they are obviously 
not in or near large urban areas. Even so, we have not received a Clean Air Act permit that can 
be used to begin drilling. 

This contrast between onshore and offshore air permitting is even starker when you consider this; 
a drilling vessel does not need to have an air permit when it is engaged in normal movement on 
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the water. It only requires an air permit when it attaches to the sea floor, prepares to drill and 
therefore changes from a sea-going vessel into a stationary “OCS source.” At that point, the 
vessel is subject to Section 328 of the Clean Air Act. 

We were heartened by EPA Administrator Jackson’s recent statement that Shell's Alaska 
exploration plan “will not cause air pollution that will endanger public health.” But it is simply 
unacceptable that the process to permit the operation has taken over five years, especially when 
the Agency itself docs not believe there is a serious health threat from vessel emissions. 

We believe that there a number of reasons for this excessive delay. 

First, as an entity, EPA has little or no experience with OCS oil and gas activities. In the Central 
and Western Gulf of Mexico, where the overwhelming majority of OCS oil and gas activity has 
occurred to date, the Clean Air Act provides that the Department of Interior (DOI) reviews air 
emissions as part of its review of Exploration Plans. 

Second, although EPA has held responsibility for permitting OCS activity outside the Central 
and Western Gulf for over 20 years, the Agency has failed to develop sufficient expertise and 
failed to set clear guidelines for issuing air permits for offshore oil and gas facilities. Congress 
recognized this in 2009. In the FY 2010 appropriations bill for the EPA, the Conference Report 
for EPA’s 2010 funding included a clear statement of concern about EPA’s inability to deliver 
offshore air permits and directed EPA to address the issue. 
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OCS Air Permits 

The conferees are concerned about the ability of the Agency to effectively carry out its 
responsibilities to process oil and gas permits in the Outer Continental Shelf (OCS) in 
Alaska and the Eastern Gulf of Mexico. The Agency is directed to allocate sufficient 
funds and personnel to process OCS air permits in a timely manner consistent with all 
environmental laws. Within 90 days of enactment of this Act, the Agency is directed to 
report to the House and Senate Appropriations Committees on its progress to comply 
with this directive, provide a detailed timeline for issuance of the pending permits, and 
submit its plan to address this issue consistently among all affected regional offices. 

Lastly, the conferees expect the Agency to set clear, reasonable national guidelines for 
issuing OCS air permits.” Conference Report for HR 2996, DEPT OF THE 
INTERIOR, ENVIRONMENT, RELATED AGENCIES APPROPRIATIONS ACT, 
2010, page 45. 

Third, with respect to OCS permits off the eoast of Alaska, EPA RIO has limited experience in 
writing air permits, generally. Under the Clean Air Act, most “new source” permits are written 
by states which either have delegated air permitting authority or implement their own state 
program that EPA has approved as part of their State Implementation Plan. Thus, RIO simply has 
not had the amount of direct CAA permitting experience that would assist them in timely 
processing OCS permit applications. 

Fourth, from our experience, it appears that EPA Region 10 did not have adequate staff levels to 
process Shell’s OCS permits. While this situation may have improved recently, having 
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sufficiently trained staff available for permit review is integral to the process and beneficial to 
both companies seeking to obtain permits and to the public review process. Further, in 
developing permits, there needs to be regular interaction and dialogue with reviewing staff to 
proactively find .solutions to any issues that arise - this process can help to produce a permit that 
meets Clean Air Act requirements, is operationally workable for the permittee and allows for full 
public participation. 

Finally, the EAB process creates uncertainty and delay, particularly given that an air permit 
cannot be considered “final and effective” until the EAB process is completed. As was stated 
previously, any commenter has standing to ask for a permit to be reviewed at EAB. Further, 
other than some time periods for initial filings, the EAB has no mandated deadlines to conduct 
hearings, or make decisions. In practice this has meant that even after an EPA Regional Office 
issues a permit, that permit can be ineffective for months or years afterwards as the EAB often 
issues remand orders and additional reviews arc taken. In this regard, I would note that ongoing 
litigation in the U.S. District Court for the District of Columbia has recently raised the issue of 
whether the EAB process must be completed with the overall one-year time limit under the CAA 
within which EPA must issue or deny a final PSD permit. 

To be clear. Shell has no desire to lower environmental standards for DCS activities or to not 
have a fulsome public permitting process. The bar is high in the Arctic and it should be. Instead, 
we are interested in a regulatory framework that is properly funded, efficient and accountable. 
For our part. Shell has made clear that we will be responsible for any work we perform on every 
project in which we participate. Ours is a culture of accountability, safety and respect for people 
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and the environment. Given the chance, wc look forward to adding to our excellent record in the 
Arctic, creating a value proposition for Alaskans and delivering to the nation much-needed 
domestic supplies of energy. 

Recommendations: How Do We Move Forward? 

I have discussed the need for and benefits of developing the vast offshore oil and gas resources 
off the U.S. coast, particularly in Alaska. Now I would like to look forward - to where we go 
from here and what policymakers should do. 

The federal government has a critical role to play as a steward of our oceans. It also has a role to 
play in supporting the OCS leasing program and the sustainable development of its natural 
resources. 

In areas where OCS leasing has occurred, the government has done literally years of 
environmental analysis in advance of the lease sale. It has invited companies to buy the leases, 
and it has accepted bonus bids from companies. In return, the government bears responsibility to 
the leaseholder. As stated previously, companies will not bid on leases if they believe that the 
government is not prepared to do the work that allows for exploration and development. 
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Supporting the leasing program involves a number of potential actions: 

• Federal agencies should be adequately funded so that permitting work can be done in a 
timely and thorough manner. 

• Funding for environmental studies and other requirements should be provided, because 
such work by DOl’s Environmental Studies Program and others underpins robust and 
defensible agency actions. 

• Congress should also consider legislative solutions to ensure that OCS air permitting is 
rational. We believe that the discussion draft circulated in advance of this hearing can help 
accomplish this end. 

First, Congress should clarify the air quality it is seeking to protect when permitting OCS 
emissions sources. For purposes of OCS air permits, the focus should be on the air quality at 
onshore locations, not air quality defined at offshore locations. This approach is consistent with 
the EPA’s interpretation of Section 328 and the general purpose of the Clean Air Act, i.e., to 
protect public health and the environment. Further, it is consistent with the approach taken when 
assessing the effect of facilities onshore. 

Under EPA regulations, “ambient air” is the “atmosphere, exterior to buildings to which the 
general public has access.” (40,CFR,50.1(e)) Ambient air quality standards are developed to 
protect public health. And the impact of single facilities, for example, may be measured at the 
“fence line," the area where the general public has access. 
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To state the obvious, offshore drilling facilities have no fence line and the public can be many, 
many miles away from the vessel. But in the case of tite Shell’s OCS permit off the coast of 
Alaska, after much deliberation, EPA has currently decided that Shell must prove that the 
“public” - in this case people in boats - will effectively be excluded from some zone around the 
drill ship in order to establish the equivalent of a fence line that defines where ambient air starts. 
Without proof of such an exclusion zone, emissions measurements for Shell’s rig must be made 
at the rail of the ship - many miles out at sea. 

We believe that this is not in line with the purpose of the Clean Air Act or the intent of Section 
328, Indeed, when EPA proposed its OCS regulations, it stated that “the intent of Congress in 
addition section 328 was to protect ambient air quality standards onshore and ensure compliance 
with the PSD requirements. EPA is to accomplish this by controlling emissions of pollutants 
from the OCS that can be transported onshore and affect ambient air quality.” EPA also 
indicated that Section 328 was to create a "more equitable regulatory environment” between 
onshore sources and OCS sources within 25 miles of land. EPA’s approach to the Shell permit 
accomplishes neither of these objectives. 

Second, Congress should clarify when a drilling vessel becomes a “source” to be regulated under 
the Clean Air Act, We agree with the definition provided in the discussion draft. A bright-line, 
common sense definition is when a floating exploration rig begins drilling. 

In addition, consistent with Section 328, Congress should more precisely define an “OCS 
source” to clarify that only the drill rig is to be regulated. We understand and agree that the 
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emissions of vessels associated with and operating near the drilling rig are considered when 
analyzing the impact of the drill rig on air quality. However, relevant control measures under 
PSD should only apply to the drilling rig. EPA otherwise regulates marine diesel engines under 
Title II of the Clean Air Act as mobile sources. 

Third, Congress should address the uncertainties created in the DCS air permitting process, 
which undermine the offshore program that is so important to our nation’s energy security. 
Specifically, we support a provision that would require EPA to take final agency action on an 
OCS air permit within six months of receiving a complete application, which would centralize 
judicial review of final permits in the D.C. Circuit Court of Appeals, As I have outlined in this 
statement, substantial delays have occurred even after an OCS permit was approved by EPA’s 
regional office. The multiple reviews and remands have prevented receipt of a permit that the 
Agency considers “final” and that Shell can rely on to commence operations. Congress should 
streamline this process without cutting off the ability of those who disagree with a final permit to 
challenge EPA’s decisions in court. 

Conclusion 

In closing, I am gratified by the President’s recent energy speech in which he recognized the 
daunting energy challenge facing the nation. Although some of our opinions differ, we agree 
that it will take all possible energy sources - including energy savings -- to meet demand. 
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Oil and gas will remain critical sources of energy for decades to come. Rather than viewing this as 
a liability or a negative, I urge you to consider the broad and sustained benefits of developing our 
own domestic resources. By tapping our resources here, we will create jobs, power the economy, 
put billions into dwindling government coffers, provide energy security, reduce imports and 
reduce our trade deficit. Keeping this economic value here at home, we can at the same time move 
forward with the investments in the next generation of technologies and energy solutions that will 
power the future. 

Thank you for the opportunity to speak with you. I am happy to answer any questions. 


### 
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Mr. Whitfield. Thank you, Mr. Lawrence. Ms. Ahtuangaruak, 
you are recognized for 5 minutes. 

STATEMENT OF ROSEMARY AHTUANGARUAK 

Ms. Ahtuangaruak. Chairman, Ranking Member Rush, mem- 
bers of the committee, thank you for the invitation to participate 
in today’s hearing. 

Mr. Whitfield. Would you move the microphone a little closer? 

Ms. Ahtuangaruak. My name is Rosemary Ahtuangaruak and 
I have lived on the coast of the Arctic Ocean for most of my life. 
I recently moved to Barrow, Alaska from Nuiqsut, Alaska. I have 
served as mayor on numerous councils and organizations related to 
tribal leadership and for a long time as a community health aide. 
I am testifying on behalf of Alaska Wilderness League. 

I am here to tell you how oil and gas development affects those 
of us who live on the Arctic Slope. This bill you are considering, 
to allow the oil industry to sidestep regulations on pollution as set 
forth by the Clean Air Act, will have a devastating impact on my 
people, who have called the Arctic home for thousands of years. If 
you allow this bill to move forward, you are telling me and every- 
one who lives in the Arctic that we — proud Inupiats and Ameri- 
cans — are less important than a few foreign-owned oil companies 
like Shell Oil. 

Shell’s proposed 2010 activities in the Chukchi Sea — much of 
which would be exempt under this law — would have released as 
much pollution as 825,000 cars driving 12,000 miles in a year and 
next year they are looking to more than double their proposed ac- 
tivities. Emissions from the oceangoing vessels that Shell is pro- 
posing to use include major contributors to global climate change. 
It has been well documented that air pollution travels long dis- 
tances, and Shell’s 2009 application for drilling permits showed 
that operations in the Chukchi Sea could cause significant health 
impacts to the Arctic Slope communities. We are rightfully con- 
cerned about the ramifications of these emissions and the overall 
actions as proposed. 

Currently, the oilfields across the North Slope emit twice the 
amount of nitrogen oxide as emitted in Washington, D.C. All on- 
shore North Slope communities would be additionally impacted by 
Shell’s offshore proposal, including my former home, Nuiqsut, just 
west of the Arctic National Wildlife Refuge. Nuiqsut is already sur- 
rounded by oil pipelines from the Alpine oil field less than 4 miles 
away and a yellow haze can be seen for miles and miles. During 
winter there are many natural gas flares. As a result, I spent many 
busy nights on call responding to community members’ complaints 
about respiratory illnesses. Our people have markedly higher rates 
of pulmonary disease than the general U.S. population and may 
have genetic predispositions to disease that differ from other U.S. 
populations. Our people are substantially more vulnerable to mor- 
bidity and mortality from air pollution than are other Americans. 

When I started my career as a health aide in 1986, there was 
only one asthmatic patient. Then oil and gas was still many miles 
away. When I took my first break in ’97, there were 60 people who 
had to use respiratory medications. Industry got much closer to my 
home. For this village of more than 500 people, a 600 percent in- 
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crease in respiratory patients should get some type of response. Yet 
our voices continue to be ignored. Watching the eyes of babies 
fighting to breathe tears into you. Families have to fly sick children 
out of the village to Barrow or Anchorage. Knowing that the family 
has to send a parent with the child, what does it take from the 
family and the community? 

Our people depend on a lifestyle and diet that is radically dif- 
ferent from other U.S. populations. I live a very traditional life- 
style — hunting, fishing, whaling, gathering, and teaching my family 
and community members the traditional and cultural activities as 
my elders taught me. The land, sea, and air provide for us through 
the long, dark winters. Because of this, the Inupiat culture is intri- 
cately tied to the Arctic Ocean and our exposure to pollution comes 
from both our time on the land and on the water. We spend much 
of our time on the water fishing, hunting, and otherwise feeding 
our families. Our hunters and fisherman are out on the ice in the 
winter all year long. In the springtime and summer, we are out 
hunting for seals and preparing for the whaling season. In the fall, 
we are fishing and whaling. When the water freezes, we are pre- 
paring the whale for storage and preparing for the feasting and 
sharing. 

Our people have used the Arctic Ocean since time immemorial 
for our subsistence practices. We don’t just stay on land. Yet, de- 
spite the direct effects on our communities, this bill would also 
limit how my people participate in the clean air process while ex- 
plicitly preserving the industry’s right to appeal these same deci- 
sions. The Federal Government has continually failed in their re- 
sponsibility to conduct government-to-government consultation 
with my people. This bill would even more severely limit our voice 
in the process that directly affects our wellbeing. 

The Arctic Ocean is our garden. For thousands of years, we have 
stood watch over this garden and the animals that live in it. I ask 
you now, please don’t keep us from fulfilling our sacred duty to pro- 
tect this place and pass it on to our future generations. 

[The prepared statement of Ms. Ahtuangaruak follows:] 
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Testimony of Rosemary Ahtuangaruak 

“Jobs and Energy Permitting Act of 201 1," Legislative Hearing 
Subcommittee on Energy and Power, Energy and Commerce 
April 13,2011 

Rosemary is an Inupiat Native who will be testifying as a citizen of the Arctic communities 
affected by the proposed legislation, and on behalf of Alaska Wilderness League. 

Rosemary currently lives in Barrow on the northern coast of Alaska and has lived on the coast of 
the Arctic Ocean for most of her life. She moved to Barrow from Nuiqsut, Alaska, an Inupiat 
community on the Arctic’s Beaufort Sea where she served as mayor and lived for many years. In 
Nuiqsut, she also served as a council member, tribal council member, school advisory council 
member, subsistence advisory board member and a longtime community health aide. 

Throughout her career, Rosemary has served as a council member for the Inupiat Community of 
the Arctic Slope (ICAS), an Alaska Native regional tribal government that represents the 
interests of the Inupiat people of the Arctic Slope region and as a council member for the Alaska 
Inter-Tribal Council (AITC). She is also a founding member of the non-profit organization 
Resisting Environmental Destruction on Indigenous Lands (REDOIL). 

Rosemary’s testimony will cover the effects of oil and gas development on the people who live 
on the Arctic Slope. She will specifically talk about the devastating impacts that she has seen 
firsthand from the pollution that would be exempted from regulation under the Clean Air Act by 
the proposed legislation. 
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Testimony of Rosemary Ahtuangaruak 
United States House of Representatives 
Committee on Energy and Commerce 
Subcommittee on Energy and Power 
Hearing on H.R. 

April 13,201! 

Members of the Committee, thank you for the invitation to participate in today’s hearing. My 
name is Rosemary Ahtuangaruak and 1 have lived on the coast of the Arctic Ocean for most of 
my life. 1 recently moved to Barrow, Alaska from Nuiqsut, Alaska, an Inupiat community on the 
Arctic’s Beaufort Sea coast. In Nuiqsut, I served as mayor, council member, tribal council 
member, school advisory council member, subsistence advisory board member and a longtime 
community health aide. 1 also have served as a council member for the Inupiat Community of 
the Arctic Slope, an Alaska Native regional tribal government that represents the interests of the 
Inupiat people of the Arctic Slope region and as a council member for the Alaska Inter-Tribal 
Council (AITC). 1 am a founding member of the non-profit organization Resisting 
Environmental Destruction on Indigenous Lands (REDOIL). I am testifying on behalf of 
Alaska Wilderness League. 

1 am here to tell you how oil and gas development affects those of us who live on the Arctic 
Slope. The bill you are considering, to allow the oil industry to sidestep regulations on pollution 
as set forth by the Clean Air Act, will have a devastating impact on my people, who have called 
the Arctic home for thousands of years. If you allow this bill to move forward, you are telling me 
and everyone who lives in the Arctic that we - proud Inupiats and Americans - are less 
important than a few foreign-owned oil companies like Shell Oil. 

The Clean Air Act has saved more than 200,000 lives and prevented millions of asthma attacks, 
heart problems and other serious illnesses. Those deaths weren't prevented, those illnesses 
weren't averted and those kids weren't saved because the EPA went door to door to polluters and 
said "Pretty please won't you clean up." Lives are saved and health improved when we let the 
experts at the agency responsible for making sure our air and water are clean and safe set the 
standards and then hold polluters accountable. 
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I live a very traditional lifestyle - hunting, fishing, whaling, gathering, and teaching tny family 
and community members the traditional and cultural activities as my elders taught me. 1 am a 
mother and grandmother with one daughter, four sons, five granddaughters, and four grandsons. 
As I teach the future generations our traditional ways, 1 can only hope that they will continue to 
be Inupiat - and not just residents in an industrialized area destroyed by Shell's offshore oil 
drilling. 

The village where 1 raised my family, Nuiqsut, is located west of the Arctic National Wildlife 
Refuge and the Prudhoe Bay oil fields, near the Beaufort Sea coast in the Colville River delta. 
Nuiqsut is currently surrounded by oil pipelines from the Alpine oil field less than four miles 
away. When the Alpine oil field was first proposed to be built next to our village, we were 
promised jobs and a small industrial footprint. Now the footprint has grown to over 570 acres. 
What’s more, only a handful of villagers work in the oil fields, and the yellow haze can be seen 
for miles and miles. Currently, nitrogen oxide emissions from the oil fields are more than twice 
the total emitted in Washington, D.C. During winter there are many natural gas flares. As a 
result, I had spent many busy nights on call responding to community members' complaints 
about respiratory illnesses. 

When 1 started my career as a health aide in 1986 there was only one asthmatic patient - when I 
quit in 1997 there were 60 people who had to use respiratory medications. For this village of 
more than 400 people, a 600 percent increase in respiratory patients should get some type of 
response. Yet our voices continue to be ignored. 

Air pollution isn't the only problem. We have water quality changes, land use conflicts, oil spills, 
noise pollution, increased traffic and disturbance to fish and wildlife species. And the social 
fabric of the community is under stress. Truancy, vandalism, domestic violence, alcohol and 
drug abuse and suicide are all increasing. 

These impacts from onshore development are a harbinger of what could come with proposed 
offshore drilling. Shell and other oil companies already hold leases that are next to several Arctic 
Slope communities such as Kaktovik. What’s more, it’s been well documented that air pollution 
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travels long distances - and Shell’s 2009 application for drilling permits showed that operations 
in the Arctic’s Chukchi Sea could cause significant health impacts to Arctic Slope communities. 
The Inupiat culture is intricately tied to the Arctic Ocean. We spend much of our time on the 
water - fishing, hunting and otherwise feeding our families. Our people have used the Arctic 
Ocean since time immemorial for our subsistence practices. We don’t stay on land. 

The Inupiat people depend on the animals of the land and the sea to live and thrive. We eat 
various birds, including ptarmigan, ducks and geese; fish, including char, salmon, whitefish, 
dolly varden, grayling, pike, trout, and cisco; land mammals, including caribou, moose and 
muskox; and marine mammals, including bearded seals, walrus, beluga and bowhead whales. We 
harvest berries, plants roots and herbs. We work together in harvesting plants and animals. 

We have extensive sharing traditions that unite our families and communities. Other 
communities share their harvest with my family and we share our harvest with others. These 
sharing patterns have given us much of the variety of foods that we eat. We also share our 
harvest with those in need. The land, sea and air provide for us through the long, dark winters. 
We need them to survive, as the jobs around us often go to outsiders. 

Our food sources have undergone great changes since oil development has surrounded us. 
Seismic vibrators looking for oil and frequent helicopter flights have disturbed the caribou herds 
where I live. The migration used to come right into to town but the caribou do not come through 
Nuiqsut anymore, and most of our hunters have found it takes many trips to harvest caribou. 
What’s more, more of our people are seeing changes to our animals showing signs of illness. 1 
travelled to all the North Slope villages last year before touring the spill and many shared 
concerns from the lemmings in Pt. Lay to the seals in Barrow, Wainwright and Pt. Hope. All 
villages expressed concern to traditional and cultural activities changed by the activities for oil 
and gas exploration and then development. 

Fish have been decreasing in numbers, and multiple species are being affected. Fish caught in 
our nets have been deformed and yellow or have been found with increased parasites or tumors 
in the muscle or reproductive glands. Some are skinny and taste bitter. 


4 



98 


More than anything else, Inupiat communities across the Arctic coast of Alaska depend on 
bowhead whales for subsistence food. Our culture is tied intimately with the whales and the sea. 
Nuiqsut whalers hunt for bowhead whales in the Beaufort Sea during the fall. We await the 
migration of the whales from Camden Bay for this hunt. The crews go to Cross Island in August. 
Our family helps with the preparations and receives a share of the harvest. 

Shell's proposals to drill for oil and gas in the Chukchi and Beaufort Sea could cause great harm 
to the bowhead whales. Shell's exploration drilling, icebreaking, aircraft and helicopter flights, 
and other noisy activities in the Beaufort and Chukchi Seas will keep whales from their feeding 
areas or otherwise harm them. 

We educate our families that a whale hunt must be respectful and quiet. If the noise from Shell's 
drilling and icebreaking causes whales to be farther offshore, 1 am concerned that this would and 
put our whalers at greater risk. We have been taught not to put things in the water that may cause 
the whales to turn away from the hunting grounds. 1 fear that water discharges from drillships or 
the presence of drilling muds in the water where Shell conducts its activities will cause whales to 
avoid our hunting grounds. 

If the whale hunts are less successful, I fear that the community will suffer, as it has in the past 
during times of shortage. To give an example, in the early 1990s there were seismic activities 
and exploration drilling in Camden Bay that severely affected our whaling. The following 
winter, there was an unusually high rate of domestic violence in Nuiqsut and increases in suicide 
attempts and in suicides. We also experienced increases in drug and alcohol use as well. As a 
community health aide, I listened to people’s stories of how difficult it was to hunt without 
success. That winter was the worst 1 spent as a community health aide. 

Our way of life could be destroyed in an instant if Shell were to drill and cause a large oil spill. 
Last year, I traveled to the Gulf of Mexico to learn more about the communities, animals and 
ecosystems impacted by that tragic oil spill. I returned, having witnessed the trauma of the 
people who felt the devastation to that area. That trip is a strong burden that I’ll carry with me for 
the rest of my life. It brought tears to my eyes - fumes of the spill were permeating the air. It got 


5 



99 


into our clothes into our nose into our hair. As we traveled out into the water it only got worse. 
The people living down there had no escape - the natural smell of the ocean was nonexistent. 

The Arctic’s extreme conditions and isolation make it nearly impossible to clean up an oil spill.. 
All this is widely known, yet the federal government is still allowing the oil industry to push 
forward with aggressive drilling plans as if disasters like last year’s Gulf of Mexico spill or the 
Exxon Valdez spill 22 years ago in Prince William Sound never happened. If it is allowed to 
happen in the Arctic, my home, my culture, my people will be destroyed forever. 

The Arctic Ocean is our garden. For thousands of years, we have stood watch over this garden 
and the animals that live in it. 1 ask you now, please don’t keep us from fulfilling our sacred duty 
to protect this place and pass it on to our future generations. 
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Alaska Eskimo Whaling Commission 

Inupiat Community of tbe Arctic Slope 

North Slope Borough 

P.O. Box 570 

P.O. Box 934 

P.O. Box 69 

Barrow, AK 99723 

Barrow, AK 99723 

Barrow, AK 99723 


March 22, 2010 



Via Electronic Mail 



Natasha Greaves 

Nancy Helm 

Shell Beaufort Sea OCS Air 

Permit Writer 

Federal and Delegated Air 

Permit 

EPA Region 10 

Programs Manager 

EPA Region 10 

1200 Sixth Avenue 

EPA Region 10 

1200 6th Ave, Ste. 900 

Seattle, WA 98101 

1200 6th Ave., Ste. 900, 

Mail Stop; AWT-107 

Greaves.natashat5).eDa.20V 

AWT-107 

Seattle, Washington 98101 


Seattle, WA 98101 

Helm. nancvt2!epa. gov 

RI0oesairoermits(2).eDa.eov 


Re: Comment Letter Regarding Shell Gulf of Mexico/Shell Offshore Inc.’s OCS Pre- 

Construction Air Permit Application for the Beaufort Sea Exploration Program, 
the Draft Permit, and EPA’s Statement of Basis for the Draft Permit. 


Dear Ms. Helm and Ms. Greaves: 

Thank you for the opportunity to comment on Shell’s Beaufort Sea Clean Air Act (CAA) 
proposed permit application, and the Environmental Protection Agency’s (EPAs) proposed 
permit and statement of basis for that permit. Because of our continuing and unified interest 
in minimizing the impacts of air pollution and climate change in our Arctic communities and 
surrounding environment these comments are submitted jointly on behalf of the Alaska 
Eskimo Whaling Commission (AEWC), the Inupiat Community of the Arctic Slope (ICAS), 
and the North Slope Borough (NSB). 

At the outset, we wish to express our sincere thanks to EPA for visiting the North Slope and 
discussing this proposed permit with representatives trom our organizations. We 
acknowledge EPA’s efforts to draft a comprehensive permit within a very limited time frame 
and recognize the immense pressure EPA has been under to finalize this permitting process. 
We are encouraged by your efforts and submit these comments to assist you in your review 
of Shell’s proposed action. We hope that you will permit the proposed emissions only when 
their impact to the health and welfare of our people is minimized to the greatest extent 
possible. 

As you know, AEWC is a non-profit organization representing Inupiat whaling captains in 
the eleven bowhead whale subsistence hunting villages of Barrow, Nuiqsut, Kaktovik, Pt. 
Hope, Kivalina, Wales, Savoonga, Gambell, Little Diomede, Wainwright, and Pt. Lay. Our 
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Alaska Eskimo Whaliag Commission Inupiat Commaniiy of tke Arctic Slope North Slope Borough 
P.O. Box 570 P.O. Box 934 P.O. Box 69 

Barrow, AK 99723 Barrow, AK 99723 Barrow, AK 99723 

whaling captains and their communities rely upon the health of Camden Bay and its 
surrounding waters 

to provide for marine life, which in turn sustain our people and our culture. AEWC is 
responsible for safeguarding the hunt of the bowhead whale and the subsistence way of life 
that Arctic waters support. AEWC’s Inupiat and Siberian Yupik whaling captains have 
thousands of years of traditional knowledge about the Arctic ecosystem, and AEWC is also 
well versed in the current science regarding the health and status of the natural resources of 
the Arctic. 

ICAS is a regional tribal government for eight villages on the North Slope that depend upon 
the marine mammals living in and migrating through Arctic waters. The Beaufort Sea is a 
unique and diverse marine environment with great cultural significance for the Inupiat people 
who hunt and fish in this area. We have previously experienced oil and gas activities in the 
Arctic that caused direct conflicts with subsistence activities and the resources that have 
sustained the Inupiat for thousands of years. Because offshore oil and gas activities pose 
risks to Inupiat subsistence activities and cultural preservation, they require careful review. 

The NSB has the largest territorial and coastal jurisdiction of any municipal government in 
the United States, an area that is larger than the State of Minnesota. The NSB has multiple 
interests at stake in Shell’s proposed Camden Bay Exploration Plan underlying this CAA 
permit. First and foremost are the NSB’s interests related to the health and welfare of our 
residents, who are rightfully concerned about potential health impacts associated with oil and 
gas development on the North Slope. These impacts may be direct, indirect or cumulative in 
nature and relate to the contamination and degradation of the natural environment upon 
which our residents rely. 

Our communities that will be impacted by Shell’s proposal include those that are onshore 
from Shell’s proposed operations, in particular Nuiqsut and Kaktovik, and also those that rely 
upon the resources from the Beaufort Sea. Shell’s proposed air emissions pose risks to all 
these communities. Emissions from the ocean-going vessels that Shell is proposing to use 
include major contributors to global climate change, such as carbon dioxide (CO 2 ), and 
pollutants harmful to human health, such as nitrogen oxides (NOx), sulfur oxides (SOx), and 
particulate matter (PM).' EPA has recognized that 

in 2001 marine diesel engines with per-cylinder displacement of 30 liters or 
more (a group roughly corresponding to the engines covered by the new IMO 
[International Maritime Organization] standards) contributed 6% of the NOx 
coming from all mobile sources in the U.S., as well as 10% of the PM, and 
40% of the SOx. We further estimate that without new emission controls. 


The Inlemarional Council on Clean Transponalion, Air Pollution and Greenhouse Gas Emissions from 
Ocean-going Ships: Impacts, Mitigation Options and Opportunities for Managing Growth (2007) {available at: 
http:/Avww.theicct.org/documents/MarineES_ FinaUWeb.pdO- 
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Alaska Eskimo Whaling Commission Inupiat Community of the Arctic Slope North Slope Borough 
P.O. Box 570 P.O, Box 934 P.O. Box 69 

Barrow, AK 99723 Barrow, AK 99723 Barrow, AK 99723 

these contributions would have increased by 2030 to 34% of the NOx coming 
from all mobile sources in the U.S., 45% of the PM, and 94% of the SOx.^ 

We are rightfully concerned about the ramifications of these emissions and the overall action 
as proposed, given the significance of its potential and disproportionate impacts on our 
people. 

The people who will be affected by Shell’s air emissions live in isolated areas, depend on a 
lifestyle and diet that is radically different from other U.S, populations, have markedly higher 
rates of pulmonary disease than the general U.S. population, and may have genetic 
predispositions to disease that differ from other U.S. populations. As abundant public health 
data has demonstrated, our people are substantially more vulnerable to morbidity and 
mortality from air pollution than are other Americans. A human health impact assessment, 
more thorough ambient air modeling and baseline emission assessments are needed to assure 
that human health is protected. 

We commend Shell for recognizing the need and providing for the use of ultra low sulfur fuel 
to reduce emission in all of the 2010 exploration fleet. But, as demonstrated in the attached 
comments, the proposed emissions are still significant. We have identified a number of areas 
where the proposed permit needs revision to conform to CAA and its regulations. These 
areas include: 

1. The need for EPA to regulate the CO 2 emissions from Shell's proposed 
operations; 

2. The need for Shell to comply with the new NAAQS for NO 2 ; 

3 . The need for Shell to comply with the new PSD increments for PM2.5; 

4. The need for the Final Permits to only encompass those activities for which Shell 
is currently seeking authorization for under OCSLA; 

5. The need to apply BACT and the corresponding on shore regulations to all the 
vessels and engines associated with Shell’s proposed activities at the drill site; 

6. The need to more thoroughly apply BACT to those vessels and engines that are 
currently being regulated; and 

7. The need to comply with several other environmental laws before a permit is 
issued to Shell. 

Until these areas of concern are resolved, we ask that a permit not be issued for the proposed 


^ EPA, Program Announcement: International Maritime Organization Adopts Program to Control Air 
Emissions from Oceangoing Vessels (2008) (available at http;//www.epa.gov/ 
oms/regs/nonroad/marine/ci/420ffl8033.pdf). 
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Alaska Eskimo Whaling Commission Inupiat Commnnit}' of the Arctic Slope North Slope Borough 
P.O.Box 570 P.O.Box 934 P.O.Box 69 
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offshore oil and gas exploration emissions. There are demonstrated and required means to 
considerably reduce the air emissions associated with this action. These means should be 
implemented to assure compliance with federal law, and most importantly, to avoid 
unnecessary impacts to the health and welfare of our people. 

Thank you again for the opportunity to comment. Please feel free to contact us if you have 
questions regarding these comments. 


/C/sqK./ AXcarV? 


jaf Harr 
Chai 


OGut ''K.e 


Sincerely, 
T>«>(t.eer> t-R>wpE 
■Vk.® pnevi 


Harry Brower 
Chairman 

AK. Eskimo Whaling Commission ICAS 




George Edwardson 
President 


"Edward S. Itta 
Mayor 

North Siope Borough 


cc; sent viafirst class or electronic mail 

Senator Lisa Murkowski 

Senator Mark Begich 

Representative Don Young 

Richard Albright, EPA, Region 10 

Pat Naif, EPA, Region 10 

Jeffrey Walker, Minerals Management Service 

Andy Mack, NSB Mayor’s Office 

Karla Koiash, NSB Mayor’s Office 

Bessie O’Rourke, NSB Attorney 

Taqulik Hepa, NSB Director, Wildlife Management 

Dan Forster, NSB Director, Planning 
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AEWC, ICAS, AND NORTH SLOPE BOROUGH’S COMMENTS REGARDING 
SHELL GULF OF MEXICO AND SHELL OFFSHORE INC.’S APPLICATION 
FOR AN OCS PSD PERMIT UNDER THE CLEAN AIR ACT. 


These unified comments are submitted jointly on behalf of the Alaska Eskimo Whaling 
Commission (AEWC), the Inupiat Community of the Arctic Slope (ICAS), and the North 
Slope Borough (NSB), who hereafter will collectively be referred to as “NSB.” 

STATUTORY AND FACTUAL BACKGROUND. 

Statutory Background. 

The prevention of significant deterioration (PSD) program was added to the Clean Air 
Act (CAA) in 1977. The PSD program helps ensure that national ambient air quality 
.standards (NAAQS) are attained. It requires new major stationary sources to obtain 
preconstruction permits in areas where the NAAQS have been attained (attainment 
areas).' In 1990, Congress decided to regulate air pollution in the Outer Continental 
Shelf (OCS) by amending the CAA to include the OCS program which regulates offshore 
entities by requiring them “to attain and maintain Federal and State ambient air quality 
standards and to comply with the” PSD program.^ EPA has promulgated regulations to 
control air pollution on the outer continental shelf (OCS) for this purpose.'* 

Under the PSD program, if an OCS source is located 25 miles beyond a state’s seaward 
boundary that source is “subject to the New Source Performance Standards (NSPS), in 40 
C.F.R Part 60.”'* If the OCS source qualifies as “a major stationary source,” then the 
standards promulgated under Section 1 12 of the CAA (the National Emissions Standards 
for Hazardous Air Pollutants or NESHAPs) apply to the source.^ The potential for the 
OCS source to emit New Source Review (NSR) pollutants^ must be calculated and the 
OCS source must apply for a CAA Title V operating permit.^ 


' 42 U.S.C. § 7475. 

^42 U.S.C. § 7627(a)(1). 

TVee 40 C.F.R. part 55. 

“ EPA, Region 10, Statement of Basis for Proposed Outer Continental Shelf Prevention of Deterioration 
Permit No. R100CS./PSD-AK-2010-01 Sheil Gulf of Mexico Inc. Frontier Discoverer Drillship Beaufort 
Sea Exploration Drilling Program at 18 (Feb. 17, 2010) (hereafter ''EPA Stmt of Basis”); see also 42 
U.S.C. § 7627(a)(1) (EPA “shall establish requirements to control air pollution from Outer Continental 
Shelf sources located offshore of the States ... to attain and maintain Federal and State ambient air quality 
standards and to comply with the provisions of part C of subchapter I of this chapter”). 

^ Id. (internal citations omitted). 

^ Here the relevant NSR pollutants are CO, NOx, PM, PM^s, PM(o, SO 2 , VOC, and CO 2 . 

40 C.F.R. § 71.5(a)(l)(i). 



105 


If an OCS source is located within 25 miles of a slate's seaward boundary, the same 
requirements for sources located in the "corresponding onshore area" (COA) apply.* As 
the COA requirements are subject to change, EPA is required to update the OCS 
regulations as necessary to remain consistent with the applicable COA requirements.’ 
EPA most recently updated the OCS regulations on January 21, 2010 to reflect the 
current COA requirements in Alaska.’® 

The “PSD program includes a requirement” that the permit applicant evaluate “the effect 
that the proposed emissions are expected to have on air quality related values such as 
visibility, soils, and vegetation.”' ' Before issuing a PSD permit to a major new stationary 
source, EPA must conduct a Best Available Control Technology (BACT) analysis for 
each pollutant that the .source has the potential to emit in significant quantities.'^ 

Factual Background. 

Compared to many areas in the United States, the communities along the North Slope of 
Alaska have fewer combustion sources. While these communities are recipients of air 
pollution from other areas, they are still relatively pristine. Shell has proposed a large oil 
and gas exploration undertaking involving a drill ship, a fleet of support vessels including 
two ice breakers and aircraft traveling to and across the Arctic Ocean from July through 
October. Among the other known impacts associated with this action, the exploration 
activities will emit tons of health harming and climate changing pollutants into the air. 

Prior oil and gas operations have impacted air quality on the North Slope. As EPA has 
noted, “[ojzone levels” and the levels of “ozone precursors (i.e., NO^ and VOC)” in areas 
where “oil and gas operations are currently located” are “higher than the levels that have 
been collected at the Wainwright monitoring site.”'^ Thus, demonstrating the impacts 
such operations can have. 

Shell is proposing “to operate the Discoverer drillship and associated fleet in the Beaufort 
Sea” and seeks “a major source permit to authorize mobiliz.ation and operation of the [] 
Discoverer [] and its Associated Fleet at” one or more of Shell’s leases that it obtained 
during Lease Sale 195 and 202. ''' Shell is proposing a “maximum of 168 drilling days 

® EPA Stmt of Basis at 1 8, citing 42 U.S.C. § 7627(a)(l ). 

’W. 

EPA Stmt of Basis at 18, citing 75 Fed. Reg. 3392. 

" EPA Stmt of Basis at 20. 

42 U.S.C. § 7475(a)(4). 

EPA, Region 10, Statement of Basis for Proposed Outer Continental Shelf Prevention of Deterioration 
Permit No. RlOOCS/PSD-AK-09-01 Shell Gulf of Mexico Inc. Frontier Discoverer Drillship Chukchi Sea 
Exploration Drilling Program at 76 (Aug. 14 2009). 

EPA, Region 1 0, Statement of Basis for proposed Outer Continental Shelf Prevention of Deterioriation 
Permit No. RlOOCS/PSD-AK-09-01, Shell Gulf of Mexico Inc. Frontier Discoverer Drillship Chukchi Sea 
Exploration Drilling Program at 1 0 (January 8, 2010) (hereafter "EPA Re-Proposed Stmt of Basis"). 
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(5.5 months), beginning in July of each year” and “[djrilling is planned to begin no 
earlier than July of 2010 and continue seasonally (i.e. July to December each year) until 
the resources under Shell’s current leases are adequately defined,”'^ 

Shell has proposed to drill two wells in the vicinity of Camden Bay in the Beaufort Sea 
and —during the same timeframe— up to three wells in the Chukchi Sea. Shell owns many 
more leases in nearby areas, where future exploratory drilling will likely occur. Thus, the 
overall, cumulative impacts of Shell’s proposed and likely future operations on the air 
quality of the North Slope must be accounted for. 

I. EPA Needs To Address Carbon Dioxide And Other Greenhouse Gas 
Emissions In The Draft Permit. 


Before issuing a PSD permit, the Clean Air Act requires that the EPA conduct a BACT 
analysis and include emissions limitations for “each pollutant subject to regulation” under 
the Act.'*’ Carbon dioxide (COj) and the other greenhouse gases (GHGs) that will be 
emitted in significant quantities through Shell’s Beaufort Sea exploratory drilling 
program are pollutants under CAA,'^ and therefore need to be included in a BACT 
analysis. 

The proposed permit for Shell’s Beaufort Sea exploratory drilling program does not 
address carbon dioxide (COj) or other greenhouse gases (GHGs) to be emitted from the 
proposed OCS sources. 

A. The Proposed Permit Would Result in Emission od Significant 
Amounts of COiand Other Greenhouse Gases 

Greenhouse gas emissions from oil and gas sources can be significant. The Arctic has 
already witnessed temperature increases that are twice as large as global averages and is 
poised to continue warming temperatures at greater levels than the rest of the world.'* 
The effects of global warming are acute in the Arctic where melting sea ice,'^ ocean pH 


Id at 14. 

42 U.S.C. § 7475(a)(4). 

” Massachusem v. EPA, 549 U.S. 497 (2007). 

'* See International Panel on Climate Change, Climate Change: 2007 Synthesis Report, at 30 (available at: 
http://wwwl .ipcc.ch/ipccreports/assessments-reporls.htm) (Attachment 1 ); Allen J. Parkinson et al.. 
Potential Impact of Climate Change on Infectious Disease in the Arctic, 64 Int'i, J. Circumpolar Health 
478, 479 (2005). 

” See Elizabeth Bluemink, Sea ice melt 3rd largest in 30 years, ANCHORAGE DAILY NEWS (Sep. 1 7, 2009) 
available al http;//www. adn. com/2009/09/1 7/939372/sea-ice-meit-3rd-largest-in-30.html); see also Arctic 
Marine Shipping Assessment 2009 Report, Arctic Council p. 26 available at 

http://web.arcticportal.org/en/pame/amsa-2009-report (reporting that the five smallest September ice- 
covered areas for the Arctic Ocean during the modern satellite record (1979-2008) have occurred in the five 
most recent seasons (2004-2008)). 
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levels are changing,^® and increased flooding and erosion^' threaten local species and 
coastal communities. In the Exploration Plan for the Chukchi exploration. Shell noted 
that the US Fish and Wildlife Service has recognized that climate change threatens the 
survival of marine mammals who depend upon sea ice.^^ Reducing greenhouse gas 
emissions is imperative to slowing and stopping these dramatic events from further 
harming the people and ecosystem of the Arctic.^^ 

The Discoverer drillship would add an estimated 20,000 tons of CO 2 emissions to the air 
each year and about 60,000 tons per year from the Discoverer and its support vessels.^'* 
The fleet’s total annual CO 2 emissions would be akin to the annual CO 2 emissions from 
11,000 cars.^= 


“ See Dan Joiing, Acidity in Alaska ocean waters puts fisheries at risk, ANCHORAGE Daii.Y NEWS (Aug. 
24, 2009) available at http://www.adn.eom/2009./08/24/909455/acidity-in-alaska-ocean-waters.html; Carin 
Stephens, blew findings show increased ocean acidification in Alaska waters, UAF Newsroom (Aug. 1 2, 
2009) available at http://www.uaf.edulnewslheadlines/2009081 1 160143.html. 

See Rachel D’Oro, Eroding village appeals suit dismissal, Alaska Daily Ne;ws (Jan. 29, 2010) 
available at http://www.adn.eom/20l0/01/28/l 1 15618/eroding-village-appeals-suit-dismissal.html; Henry 
Huntington and Shari Fox, The Changing Arctic: Indigenous Perspectives p. 76, Chapter 3 in Impact of a 
Warming Arctic: Arctic Climate Impact Assessment (2004) available at 

hltp://www.acia. uaf.edu/pages/scientiflc.html; Alaska Native Villages, Most Are Affected by Flooding and 
Erosion, but Few Qualify for Federal Assistance, U.S. Genera! Accounting Office Report to Congressional 
Committees, No. GAO-04-142 (2003) p. 3 available at http://gao.gov/new.items/d04142.pdf; Draft Final 
Climate Change and Health Impacts Point Hope, Alaska Center for Climate and Health Alaska Native 
Tribal Health Consortium (2009) at 22 available at http://www.anthc.org/chs/ces/climate/upload/Point- 
Hope-CCHIA-DraR-Final.pdO. 

Shell, Environmental Impact Assessment, Camden Bay Exploration Plan at 136, 138 (May 2009) 
(“Shell’s Camden Bay EIA”). 

Shell states that the proposed CO 2 emissions represent an “extremely small amount” of global 
greenhouse gases and thus the cumulative effects are Insubstantial. Shell Camden Bay EIA at 203. 
However, this position ignores the importance of incremental regulatory steps toward redressing harms 
caused by global warming, in Massachusetts v. EPA, the Supreme Court rejected the argument that mobile 
source emissions were such an insignificant amount of global greenhouse gases that regulation of those 
emissions could not redress the petitioners' injury from global warming because of the importance of 
incremental steps. 549 U.S. at 524-525. 

OCS EIS/EA MMS 2009-052 Environmental Assessment, Shell Offshore Inc., 2010 Outer Continental 
Shelf Lease Exploration Plan, Camden Bay, Alaska, Beaufort Sea Leases OCS-Y-1805 and 1941, p. 65. 
Available online at http://www.mms.gov/aiaska/ref/EIS%20EA/mms2009_052_ea/2009_i015_EA . 

Based on fuel economy numbers from EPA MOBILE6.2 (EPA’s computer model for estimating 
emissions for highway vehicles), an average passenger vehicle emits approximately 5 metric tons of CO 2 
equivalent per year. “Emission Facts: Greenhouse Gas Emissions from a Typical Passenger Vehicle”, 
EPA420-F-05-004 February 2005 (available at: http://www. epa.gov/otaq/cHmaie/420f05004.htm) 
(Attachment 2). 
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The significant cumulative impacts of marine diesel engines (including those employed 
by Shell) on air quality are now international recognized."* In 2008, the 168 Member 
States of the International Maritime Organization (IMO) adopted stringent new standards 
to control harmful exhaust emissions from these engines."’ In 2009, EPA adopted these 
standards.’* 

Methane (CH4) emissions will result from vented sources during Shell’s exploration 
drilling program. Methane is of particular concern as a greenhouse gas since it is over 20 
times more effective at trapping heat in the atmosphere than carbon dioxide over the 
same 100-year period.’^ In fact, the CO 2 and CH 4 emissions from Shell’s exploratory 
operations are hardly insignificant when considering the grave impacts to the Arctic 
Region from changes to the climate. 

Recent research on the effects of black carbon on climate change indicate that the 
pollutant — a product of fossil fuel combustion — may have significant impacts on climate 
change, especially in the Arctic region.*** A portion of the PM 2.5 emissions from both the 
Beaufort Sea and Chukchi Sea exploration activities are made up of black carbon 
emissions (from diesel fuel combustion). According to EPA, there is sufficient evidence 
to support the reduction of black carbon emissions as a means to slow the rate of 
warming in the Arctic over the next few decades.*' 

EPA must regulate these significant CO 2 emissions from Shell's operations. In Alaska, 
the oil and gas industry emits 15 million tons of CO 2 emissions each year.*’ By 
conducting CO 2 and GHG BACT analyses for Alaskan oil and gas sources that emit PSD 
thresholds of CO 2 and other GHGs, the agency could reduce a significant amount of these 
pollutants that are emitted. 


EPA, Program Announcement: International Maritime Organization Adopts Program to Control Air 
Emissions from Oceangoing Vessels (2008) (available at: 
http://www.epa.gov/nonroad/marine/ci/420fl)8033.htm) (Attachment 3). 


EPA, Program Announcement; EPA Finalizes More Stringent Standards for Control of Emissions from 
New Marine Compression-Ignition Engines at or Above 30 Liters per Cylinder: Regulatory Announcement 
(2009) (available at: http://www.epa.gov/nonroad/marine/ci/420R)9068.htm) 

EPA Methane Information (available at: http;//www.epa.gov/methane/index.html) (Attachment 4) 
("Methane is of particular concern as a greenhouse gas since it is over 20 times more effective at trapping 
heat in the atmosphere than carbon dioxide over the same 1 00-year period."). 

” See, e.g., Arctic Marine Shipping Assessment 2009 Report, Arctic Council at 5 (available at: 
http://web.arcticportal.org/en/pame/amsa-2009-report). 

M. Sarofim et al. Current Policies, Emission Trends and Mitigation Options for Black Carbon in the 
Arctic Region, Draft White Paper, U.S. EPA and others, April 28, 2009, available at 
htfp://iiasa.ac.at/rains/reporfs/DRAFTWhitePaper-BCAreticMitigation-280909.pdf 

“ Shell Camden Bay EIA at 65. 
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B. Greenhouse Gases are Pollutants Subject to Regulation Under the 
CAA and Therefore Must be Included in Shell's Permit. 

As EPA has recently recognized, CO 2 and other greenhouse gases clearly fall within the 
Clean Air Act’s definition of “air pollutant.” The CAA defines “air pollutant” to include 
''any physical, chemical, biological, radioactive . . . .substance or matter which is emitted 
into or otherwise enters the ambient air.”’^ Further, the CAA specifically includes carbon 
dioxide in a list of “air pollutants,” Section 103(g) of the CAA directs EPA to conduct a 
research program concerning “[ijmprovements in nonregulatory strategies and 
technologies for preventing or reducing multiple air pollutants, including . . . carbon 
dioxide, from stationary sources, including fossil fuel power plants.”’”' 

EPA is required to regulate emissions of air pollutants, including carbon dioxide, under a 
number of the Clean Air Act’s major substantive provisions, when, in EPA’s judgment, 
such emissions cause or contribute to air pollution which “may reasonably be anticipated 
to endanger public health or welfare,”” Examples include: section 1 1 1 establishing new 
source performance standards for categories of stationary sources; and section 202 
establishing standards for emissions from new motor vehicles. EPA requires that major 
sources monitor, record, and report emissions of CO 2 pursuant to section 821 of the 
CAA.” Further, the Act’s definition of “welfare,” specifically includes effects on 
“climate” and “weather.”” Section 165(a)(2) of the CAA provides that a major emitting 
facility is “subject to the best available control technology for each pollutant subject to 
regulation under [the Clean Air Act] emitted from, or which results from, such facility.”” 

Section 165(a)(2) of the CAA provides that a major emitting facility is “subject to the 
best available control technology for each pollutant subject to regulation under [the Clean 
Air Act] emitted from, or which results from, such facility.”” EPA has taken several 
actions that indicate carbon dioxide and other greenhouse gases are subject to regulation 
under the Act, i.e., promulgating monitoring and reporting requirements and approving a 
state implementation plan that regulates carbon dioxide.'"' 


’’ 42 U.S.C. § 7602(g) (emphasis added). 

” 42 U.S.C. § 7403(g)(1) (emphasis added). 

“ 42 U. S. C, § 7521(a)(1). 

* .S’ee, 40 C.F.R. § 75. Section 821 ofPub.L. 101-549 stated that: “(a) Monitoring.— The Administrator of 
the Environmental Protection Agency shall promulgate regulations within 1 8 months after the enactment of 
the Clean Air Act Amendments of 1 990 to require that all affected sources subject to Title V of the Clean 
Air Act shall also monitor carbon dioxide emissions according to the same timetable as in section 511(b) 
and (c). 

” 42 U.S.C. § 7602(h). 

“ 42 U.S.C. § 7475(a)(2). 

■” 42 U.S.C. § 7475(a)(2). 

* See Prevention of Significant Deterioration (PSD): Reconsideration of Interpretation of Regulations That 
Determine Pollutants Covered by the Federal PSD Permit Program, 74 Fed. Reg. 51535, 51538 (to be 
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EPA has recognized the need for regulation of greenhouse gas emissions announcing on 
September 30, 2009 a proposal requiring large industrial facilities that emit at least 
25,000 tons of greenhouse gases a year to obtain construction and operating permits 
covering these emissions.'*' These permits must demonstrate the use of best available 
control technologies and energy efficiency measures to minimize greenhouse gas 
emissions. EPA has also finalized a rule to require mandatory reporting of greenhouse 
gas emissions, such as carbon dioxide, from “large sources” in the United States.*^ 
Under the rule, EPA proposes to require facilities that emit 25,000 metric tons or more 
per year of greenhouse gas emissions to submit annual reports to EPA. These reporting 
standards should apply to the current proposal because Shell is proposing to emit a total 
of almost 60,000 tons of CO 2 per year.”*^ 

Recently, the Environmental Appeals Board (EAB) remanded two PSD permits where 
the permitting agencies failed to articulate a rationale basis for not conducting a BACT 
analysis for €02.** In both Deseret and Northern Michigan, the EAB determined that the 
permitting authorities had not provided sufficient information in the administrative record 
as to why a BACT analysis was not required for CO 2 . In doing so, the EAB rejected the 
permitting authorities’ arguments as to why CO 2 is not subject to regulation. 

In Deseret, EPA Region 8 argued it was constrained by the historical agency 
interpretation that "subject to regulation" meant a pollutant had an actual emission 
limitation or control, which were not present in section 82 Ts monitoring and reporting 
requirements. Region 8 also argued that section 821 is not actually part of the CAA 
because it was not written into the U.S. Code.'"’ The EAB flatly rejected Region 8's 
argument, stating it was at odds with the agency's prior stance on section 821. In doing 
so, the EAB suggested that CO 2 is subject to regulation under section 821 ; 


codified at 40 C.F.R. pt. 52) (October 7, 2009) (discussing petitioners' arguments for why carbon dioxide is 
subject to regulation) 

■" See Fact Sheet - Proposed Rule: Prevention of Significant Deterioration and Title V Greenhouse Gas 
Tailoring Rule (available at; http://www.epa.gov/NSR/fs20090930action.html) (Attachment 5). 

See Background information on the Proposed Mandatory GHG Reporting Rule (available at: 
http://www.epa.gov/climatechange/emissions/ghgrulcmaking.html) (Attachment 6). 

■“ OCS EIS/EA MMS 2009-052 Environmental Assessment, Shell Offshore Inc., 2010 Outer Continental 
Shelf Lease Exploration Plan, Camden Bay, Alaska, Beaufort Sea Leases OCS-Y-1805 and 1941, p. 65. 
Available online at http://www.mms.gOv/alaska/ref/EIS%20EA/mms2009_052_ea/2009_1015_EA. 

See 111 re: Deseret Power Electric Cooperative, PSD Appeal No. 07-03, 1 4 E. A.D. — (Nov. 1 3, 2008); in 
re: Northern Michigan University Ripley Healing Plant, PSD Appeal No. 08-02, 14 E.A.D. — (Feb. 18, 
2009). 

EPA is reconsidering its interpretation of this provision, see PSD: Reconsideration of Interpretation of 
Regulations That Determine Pollutants Covered by the Federal PSD Permit Program, 74 Fed. Reg. 51535- 
51549 (Oct. 7, 2009). 
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the preamble as a whole augers in favor of a finding that the Agency 
expressly interpreted 'subject to regulation under this Act' to mean 'any 
pollutant regulated in Subchapter C of Title 40 of the Code of Federal 
Regulations for any source typc.''*^ 

The permitting agencies in Deseret and Northern Michigan could not provide an 
adequate explanation why CO 2 is not subject to regulation because there simply is not 
one. Between section 821 of the CAA and Delaware's emissions limitations on electrical 
generators, CO 2 is definitively regulated under the CAA and must be subject to a case- 
by-case BACT analysis for new sources that will emit the pollutant in significant 
amounts. In the absence of a BACT analysis for Shell's operations, the EPA must 
provide a legally defensible justification as to why CO 2 is not subject to regulation under 
the Act. 

C. Shell’s Permit Must Require BACT for the CO2 Emissions To Remain 
in Line with EPA’s Proposed Regulatory Changes. 

On December 15, 2009, EPA formally announced that greenhouse gases "endanger both 
the public health and the public welfare of current and future generations."'*^ Although 
EPA's endangerment findings were promulgated under Clean Air Act section 202(a), 
which deals with transportation sources, the agency's findings were clear: human 
activities are increasing the concentrations of greenhouse gases in our atmosphere and are 
contributing to global climate change, which "may reasonably be anticipated both to 
endanger public health and to endanger public welfare."'** In reaching this conclusion, 
the agency relied upon evidence that demonstrated greenhouse gases pose a risk to food 
production and agriculture, forestry, water resources, sea level rise and coastal areas, 
energy infrastructure, settlements, and ecosystems and wildlife. 

As a result of this finding, EPA will be issuing regulations that control CO 2 emissions. It 
is likely that EPA will finalize the light-duty vehicle rule by the end of March 2010.“*** 
Once this rule is finalized, there will be no argument that greenhouse gases are not 
subject to regulation under the Clean Air Act, and the PSD permitting requirements will 


In re: Deseret Potter Electric Cooperative, PSD .Appeal No. 07-03, Slip Op. at 3. 

” 74 Fed. Reg. 66496 (2009) (to be codified at 40 C.F.R. ch. 1) (Dec. 1 5, 2009) Endangerment and Cause 
or Contribute Findings for Greenhouse Gases Under Section 202(a) of the Clean Air Act, 74 Fed. Reg. 
66497 (Dec. 15, 2009) (“Pursuant to CAA section 202(a), the Administrator finds that greenhouse gases in 
the atmosphere may reasonably be anticipated both to endanger public health and to endanger public 
welfare. Specifically, the .Administrator is defining the ‘air pollution’ referred to in CAA section 202(a) to 
be the mix of six long-lived and directly-emitted greenhouse gases . . .”). 

“ Id at 66497. 

Prevention of Significant Deterioration and Title V Greenhouse Gas Tailoring Rule, 74 Fed. Reg. 55292, 
55300 (to be codified at 40 C.F.R. pt. 51, 52, 70, and 71) (Oct. 27, 2009) ("as soon as GHGs become 
regulated under the light-duty motor vehicle rule, GHG emissions will be considered pollutants “subject to 
regulation” under the CAA and will become subject to PSD and title V requirements.") 
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be triggered.^® At that point, which will almost certainly be before EPA finalizes Shell's 
permit. Shell's operations will be subject to BACT for greenhouse gases. 

EPA has recognized that the promulgation of the light-duty vehicle rule will require PSD 
facilities to regulate GHGs, so the agency has developed temporary applicability 
thresholds at 25,000 tons per year.^' Because Shell's operations will emit greenhouse 
gases in excess of the proposed tailoring threshold,^^ we request that the permit include 
BACT for these greenhouse gases. This step is necessary to protect the marine life and 
habitat that has supported North Slope communities since time immemorial. 

This would not be the first permit to include a BACT analysis for CO 2 . A combined 
petroleum refinery and IGCC power plant completed a CO 2 BACT analysis for its 
permit.^^ This analysis was performed almost a year ago in light of the rapid changes in 
the political, regulatory and legal framework. Certainly at this point in time, when CO 2 
regulations are eminent, at the very least Shell needed to undertake a BACT analysis and 
delineate technologies that could be used to control its CO 2 emissions in the very likely 
event such measures are required. 

By conducting CO 2 and GllG BACT analyses for Alaskan oil and gas sources that emit 
PSD thresholds of CO 2 and other GHGs, EPA could reduce a significant amount of 
pollution. In doing so, the EPA would take an important step toward slowing the acute 
effects of global warming in the Arctic. 

II. Compliance With The New NAAOS For Nitrogen Dioxide Is Also Necessary. 

On February 9, 2010 EPA issued a final rule to strengthen its national ambient air quality 
standard for nitrogen dioxide. With this action EPA established a new 1-hour standard 
at a level of 100 parts per billion (ppb) to supplement the existing annual standard of 100 
pg/m^ According to EPA’s fact sheet on this regulatory action: 

[t]his level defines the maximum allowable concentration anywhere in an 
area. It will protect against adverse health effects associated with short- 


“ W. at 51545. 

Prevention of Significant Deterioration and Title V Greenhouse Gas Tailoring Rule, 74 Fed. Reg. 55292, 
55305 (to be codified at 40 C.P.R. pt. 51, 52, 70, and 71) (Oct. 27, 2009 ("The first phase entails the 
establishment of applicability thresholds at the 25,000 tpy C02e levels, and significance levels at between 
10,000 and 25,000 tpy C02e.") 

See Shell Camden Bay ElA at 203 (estimating that the Discoverer will emit an estimated 25,000 tons of 
carbon dioxide while the Discoverer and its support vessels will emit almost 60,000 tons per year.) 

Hyperion Energy Center BACT Analysis for CO 2 (March 2009) (available at; 
http://www.hyperionec.com/files/TiEC_C02_BACT_Analysis.pdf) (Attachment 7) 

'' Final Rule Nitrogen Dioxide NAAQS, 75 Fed. Reg. 6474 (Feb. 9, 2010). 
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term exposure to N02, including respiratory effects that can result in 
admission to a hospital.*^ 

EPA must include a modeling demonstration for this new NAAQS in its final permit for 
Shell’s Beaufort Sea operations. It is likely that the effective date of the new NAAQS 
will occur prior to issuance of the final permit, therefore EPA cannot ignore the imminent 
requirement of this very important new health-based standard.^* EPA’s NAAQS, as 
reported on its website, identifying an effective date for the 1-hour NO? NAAQS of 
January 22, 2010.” 

In the event that EPA issues Shell’s permit prior to the effective date of the new NAAQS, 
EPA must still require compliance with the standard for its operations in the Beaufort Sea 
since the regulation will clearly be effective before Shell’s operations begin. Shell must 
be able to demonstrate compliance with all requirements that are effective during its 
period of operation. 

There is precedent for sources complying with regulatory requirements prior to final 
agency action. As mentioned earlier, the Hyperion Energy Center in EPA Region 8 
voluntarily conducted a BACT determination for CO 2 that was completed because the 
source “recognize[s] adding CO 2 emissions is an important issue, on which the political, 
regulatory, and legal framework may be changing.”^ 

We would like to see Shell commit to demonstrating compliance with EPA’s new 1-hour 
NAAQS for NO 2 , prior to EPA’s issuance of a final permit, in recognition of the 
important health protection measures that such a demonstration will provide. It is 
important to the residents of the NSB communities that EPA uphold the highest standards 
of health protection possible. 

III. Compliance With The New Prevention of Significant Deterioration 
Increments for PM? < Is Also Necessary. 

EPA is scheduled to finalize regulations under the Prevention of Significant Deterioration 
(PSD) program to establish new increments, significant impact levels (SlLs) and a 
significant monitoring concentration (SMC) for PMa.s in June of this year.^’ EPA has 


” “Pact Sheet Final Revisions to the National Ambient Air Quality Standards For Nitrogen Dioxide” 
(available online at httD://www.epa.Hov/air/nitroi!enoxides/Ddfs/20100122fs.pdO (Attachment 8). 

* The effective date of the rule is April 1 2, 20 1 0. 

” http://www.eDa.eov/air/criteria.html . Footnote 3: “To attain this standard, the 3-year average of the 98th 
percentile of the daily maximum 1-hour average at each monitor within an area must not exceed 0.100 ppm 
(effective January 22, 2010).” (Attachment 8). 

Hyperion Energy Center Best Available Control Technology (BACT) Analysis for Emissions of Carbon 
Dioxide, March 2009, at 2 (Attachment 7). 

” Projected publication of final rule is June 2010. See 

http://vosemite.epa.gOv/opei/ruleeatc.nsf/bvRIN/2060-A0247opendocument (Attachment 8). 
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proposed a 24-hour Class 11 increment of 9 pg/m^ and an annual Class 11 increment of 4-5 
pg/m^.*® Predicted peak 24-hour average concentrations of PM 2.5 from Shell’s proposed 
exploration drilling program in the Beaufort Sea are 19.2 pg/m®.'’' 

EPA must include a modeling demonstration for this new PSD increment in its final 
permit for Shell’s Beaufort Sea operations. Shell cannot ignore the imminent requirement 
of this new PSD standard. In the likely event that EPA issues Shell’s permit prior to the 
Agency’s final decision on the PM 2.5 increment, EPA must still consider compliance with 
the increment for Shell’s operations in the Beaufort Sea since the regulation will likely be 
effective during some portion of Shell’s operations. Shell must be able to demonstrate 
compliance with all requirements that are effective during its period of operation. 

IV. Shell’s Air Quality Permits Must Be Limited To The Lease Blocks For 
Which Shell Will Seek Authorization To Operate Under OCSLA. 


Shell’s permit applications and the draft DCS permits issued by EPA are not subject to 
any specific well sites or time restraints. Rather, each draft permit covers a large number 
of blocks Shell has leased under various lease sales offered by MMS,®^ Not including 
more specific terms in the draft Permits is unlawful. 

The language in Clean Air Act section 328 specifically limits the definition of “OCS 
sources” to pollutant-emitting equipment in the OCS that is "‘authorized' under 
OeSLA.®^ OCSLA in turn requires lessees to identify the particular well sites in which it 
is seeking authorization to operate.®’' Therefore, Shell’s OCS PSD permits must be 
limited to the specific well sites that Shell delineates in its exploration plans. 

In the Beaufort, “Shell proposes to drill two exploration wells on these leases during the 
July-October 2010 open-water drilling season. One well would be drilled on each of two 
distinct oil and gas prospects named by Shell as “Sivulliq’’ (NR 06-04 Flaxman Island, 
block 6658, OCS-Y-1805) and “Torpedo” (NR 06-04 Flaxman Island, block 6610, OCS- 


“ 73 FR 54 1 1 5, September 2 1 , 2007. 

EPA Stmt of Basis at 115, 

“ EPA, Region 10, Draft OCS PSD Permit RIOOCS/PSD-AK-2010-01 for Shell's Beaufort Sea 
Exploration Drilling Program at 1 (hereafter "EPA Draft Beaufort Permit"). As the first page of the draft 
permit for Shell’s Beaufort operations demonstrates. Shell is seeking Clean Air Act authorization for S3 
lease blocks in lease sales 195 and 202. 

“ 42 U.S.C. § 7627(a)(4)(c) 

See Alaska Wilderness League v. Kempthorne, 548 F,3d 815, 834 (9th Cir. 2008) (“OCSLA's 
implementing regulations require that, when evaluating exploration plans, an agency should consider 
information about "proposed well location and spacing." 30 C.F.R. § 250.203. Exploration plans must be 
"project specific" and describe the "resources, conditions, and activities" that could be affected. 30 C.F.R, 
250.227. In particular, an EP must include "[a] map showing the surface location and water depth of each 
proposed well and the locations of all associated drilling unit anchors." 30 C.F.R. § 250.21 1(b).”), 
withdrawn 559 F.3d 916, dismissed as moot 571 F,3d 859; see also 30 C.F.R. §§ 250.203, 250.227, 
250.211(b). 
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Y-1941).”'’* In the Chukchi, Shell “proposes to drill exploration wells at up to three of 
five possible drill sites during the July-October 2010 open-water-drilling season. Three 
proposed drill sites (one per block) are located on three different blocks (6714, 6764, and 
6912) in the Burger Prospect; one drill site is on a single block (6864) in the Crackerjack 
Prospect; and one drill site is on a single block (7007) in the SW Shoebill Prospect. The 
total number of wells that would be drilled in 2010 would depend on ice and weather 
conditions.”*’*’ 

The Clean Air Act does not provide the authority to issue a permit for exploration 
activities beyond those that Shell is seeking authorization for under OCSLA. We request 
that EPA require OCS PSD permit applicants to submit the specific well blocks for which 
they will seek authorization to operate under OCSLA in their applications to EPA. 

Complying with this limitation in the Clean Air Act is essential in light of the regulation 
of CO2, new NO2 NAAQS, and new PM25 increments that are discussed above. 
Emissions of all of these pollutants are about to be subject to very different controls all 
during the course of Shell's proposed operations this summer. For example, if Shell’s 
OCS PSD permits are issued before the greenhouse gas emissions rule is finalized, Shell 
may escape carbon regulation indefinitely as it pursues its off-shore drilling plans in the 
Arctic under its current leases. In light of EPA's recent endangerment finding and the 
acute effects of climate change in the Arctic, EPA should recognize that Shell is 
intending to conduct a multi-year exploration plan that will include operations well after 
EPA has promulgated greenhouse gas emissions limitations throughout the country. As a 
result, it is critical that EPA ensure that any future operations in which Shell wishes to 
engage will be subject to current Clean Air Act requirements instead of those in place for 
this permit. 

V. BACT Must Be Applied To All The Vessels And Emission Units That Shell 
Intends To Use In Order To Ensure Compliance With The Clean Air Act. 

The Clean Air Act requires Best Available Control Technology (BACT) for both the 
Discoverer, an OCS source, and its support vessels. Thus, before issuing a Prevention of 
Significant Deterioration (PSD) permit to a major new stationary source (source), the 
EPA must conduct a BACT analysis for each pollutant that the source has the potential to 
emit in significant quantities.*^ 

In the draft PSD permit for Shell's Beaufort operations, BACT has been applied to select 
emission units on-board the Discoverer and to the support vessel only while it is attached 
to the Discoverer. BACT has not been required for the Discoverer’s propulsion engine or 
the other numerous vessels that are associated with Shell’s proposed operations (hereafter 


MMS, EA Camden Bay at 1. 

“ MMS, EA Chukchi at 5. Specifically, these Prospects are defined as “Posey Blocks 6713, 6714, 6763, 
6764, and 6912, Karo Blocks 6864 and 7007, Burger, Crackerjack, and SW Shoebill Prospects, OCS Lease 
Sale 193, Chukchi Sea, Alaska,” Id 

" 42 U.S.C. § 7475(a)(4). 
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ancillary fleet or ancillary vessels). These vessels include two icebreakers, a resupply 
ship, and an oil response fleet (composed of one offshore management ship and three 34- 
foot work boats) as well as all the vessels Shell has represented will remain more than 25 
miles away from the Discoverer. This is significant because the ancillary vessels account 
for at least 95 percent of Shell's overall emissions for five of the criteria air pollutants and 
the emissions from Discoverer’s propulsion engine have not been fully calculated.** 

The ancillary vessels and Discoverer’s propulsion engine must be regulated as part of the 
emissions from the “OCS source.” Issuing a permit that fails to require BACT for these 
vessels and engines would result in violations of section 328 of the CAA, contravene 
Congress’s clear intent to regulate the emissions from vessels associated with drill ship 
exploration, would be counter to the goals of the PSD program which include protecting 
public health and welfare, and areas of “regional natural” value,*^ and a misapplication of 
40C.F.R. §55.2. 

A. The Clean Air Act’s OCS Definition Encompasses Many of Shell’s 
Activities that Are Not Being Regulated in the Draft Permit. 

In section 328 of the Clean Air Act, Congress directed EPA to promulgate regulations to 
control air pollution over the Outer Continental Shelf (OCS) and provided a broad 
definition of OCS source: 

The terms "Outer Continental Shelf source" and "OCS source" include any 
equipment, activity, or facility which— 

(i) emits or has the potential to emit any air pollutant, 

(ii) is regulated or authorized under the Outer Continental Shelf Lands Act 
(43 U.S.C.A. § 1331 et seq.],and 

(iii) is located on the Outer Continental Shelf or in or on waters above the 
Outer Continental Shelf. 

Such activities include, but are not limited to, platform and drill ship 
exploration, construction, development, production, processing, and 
transportation. For purposes of this subsection, emissions from any vessel 
servicing or associated with an OCS source, including emissions while at 
the OCS source or en route to or from the OCS source within 25 miles of 
the OCS source, shall be considered direct emissions from the OCS 
source. 


“ See, Appendix A, EPA Beaufort Statement of Basis at A-1 : Summary of Annual Emissions for the 
Discoverer and the Associated Fleets, (i.e., the Discoverer is projected to emit 5 1 .23 tons/year of NOj while 
the associated fleet is projected to emit 1,320.25 tons/year of NO„. Overall, Shell's operations will emit 
1,371 .48 tons/year of NO„ of which the associated fleet is responsible for 96.3%) 

“ 42 U.S.C. § 7470. 
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The Conference Report accompanying this provision explains; 

Marine vessels emissions, including those from crew and supply boats, 
construction barges, tugboats, and tankers, which are associated with an 
OCS activity, will be included as part of the OCS facility emissions for the 
purposes of regulation. Air emissions associated with stationary and in- 
transit activities of the vessels will be included as part of the facility's 
emissions for vessel activities within a radius of 25 miles of the 
exploration, construction, development or production location. This will 
ensure that the cruising emissions from marine vessels are controlled and 
offset as if they were part of the OCS facility's emissions 

The Conference Report demonstrates Congress’ intent to count marine vessel emissions 
as direct emissions from an OCS source not solely for the purposes of a potential to emit 
calculation, but also for the "purposes of regulation." The Senate Report confirms 
Congress's intent to regulate emissions from vessels; 

[A]li emissions from marine vessels (including engine emissions) which 
service or are associated with an OCS source, arc subject to the same 
permitting, enforcement, monitoring, reporting, and offset requirements 
which would apply if these vessels were located in the corresponding 
onshore (State waters) area. This is intended to include emissions 
generated while vessels are traveling within the same air basin. These 
requirements should apply to vessel emissions occurring while at the OCS 
source, or when en route to or from the OCS source and to or from the 
corresponding onshore area.” 

Shell’s activities include a fleet of vessels with the potential to emit air pollutants that are 
regulated under OCSLA pursuant to an Exploration Plan that was approved by MMS, and 
that are located in the waters above the OCS. In addition to the drill ship the Discoverer, 
Shell’s activities require a whole host of vessels that are servicing and otherwise 
associated with the drill ship and necessary for the exploration of hydrocarbons. These 
vessels provide fuel, personnel, supplies, and keep ice away from the drill ship and if 
need be clean-up oil - all of which are necessary for Shell’s operations. Shell’s drill ship 
and ancillary fleet of vessels therefore readily meet the statutory definition of OCS 
source. 

The problem here appears to be the very narrow regulatory definition of OCS source, 
which only includes vessels when they are; 


™ 136 Cong. Rec. S16895-01 (Oct. 27, 1990) (emphasis added). 
S. Rep. 101-228, 1990 U.S.C.C.A.N. 3385 (Dec. 20, 1989). 
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(1) Permanently or temporarily attached to the seabed and erected thereon and used 
for the purpose of exploring, developing or producing resources therefrom, within 
the meaning of section 4(a)( 1 ) of OCSLA (43 U.S.C. § 1331 et seq.); or 

(2) Physically attached to an OCS facility, in which case only the stationary source 
aspects of the vessels will be regulated.^" 

This regulatory definition is in error. This is evidenced by the preamble to the 
regulations where EPA explains why it chose to require that vessels be attached to the 
seabed: 


Section 328(a)(4)(C)(ii) defines an OCS source as a source that is, among 
other things, regulated or authorized under the OCSLA. The OCSLA in 
turn provides that the Department of the Interior ("DOl") may regulate "all 
installations and other devices permanently or temporarily attached to the 
seabed, which may be erected thereon for the purpose of exploring, 
developing, or producing resources therefrom, or any such installation or 
other device (other than a ship or vessel) for the purpose of transporting 
such resources." 43 U.S.C. § 1333(a)(1). Vessels therefore will be 
included in the definition of "OCS source" when they are "permanently or 
temporarily attached to the seabed" and are being used "for the purpose of 
exploring, developing or producing resources therefrom. 

The preamble highlights that EPA developed the requirement that vessels be attached to 
the seabed because of its (mistaken belief) that DOl only has the authority to regulate 
attached vessels under the OCSLA. OCSLA negates this. 

Vessels authorized under OCSLA include not only those attached to the seabed but also 
those involved with exploration, development, and production. Those activities, as 
defined under OCSLA, require a number of vessels that are never attached to the seabed. 
For example, "exploration" includes seismic testing with ships, "development" includes 
"geophysical activity, and "production" includes "transfer of minerals to shore. 

We also point out that the regulatory definition of OCS source is completely inconsistent 
with the language in EPA’s general PSD regulations. There EPA defined a "stationary 
source" - i.e., one that is subject to regulation under the program - as "any building, 
structure, facility, or installation," which in turn is defined as "all of the pollutant- 


” 40 C.F.R, § 52.2. 

” 57 Fed. Reg. 40792, 40793 {Sept. 4, 1992). 

42 U.S.C. § 7627(a)(4)(C). 

”43U.S.C. § I331(k), 

"43 U.S.C. §1331(1). 

”43 U.S.C. § 1331{m). 
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emitting activities which belong to the same industrial grouping, are located on one or 
more contiguous or adjacent properties, and are under the control of the same person (or 
persons under common control)."^* 

This is an incredibly broad interpretation of the activities that are covered under the PSD 
program. Indeed, the EPA has determined that facilities a mile or more apart are the 
same source for purposes of the PSD program.’’ Therefore, it is arbitrary for EPA on the 
one hand to implement the PSD program broadly on-shore, while narrowing the same 
program significantly when the activities are occurring offshore. This interpretation is 
also contrary to Congressional intent that OCS sources comply with the same 
requirements as non-OCS sources.*^ 

This definition of OCS source has caused great confusion with Shell’s OCS PSD permit 
applications and we recommend that EPA return to the language in the statute in deciding 
which vessel and engines are subject to BACT. 

B. We Present Option 3 And Encourage EPA to Adopt it as the Proper 
Interpretation of When the Discoverer Becomes an OCS Source. 

In the proposed OCS PSD permit for Shell's Beaufort Sea exploratory drilling program, 
EPA has specifically requested comment on when the Discoverer is considered to be an 
OCS source and has proposed Options 1 and 2.*' We appreciate the agency’s 
consideration of alternative interpretations of when the Discoverer becomes an OCS 
source. We encourage EPA to adopt Option 3. 

Under Option 3, the Discoverer becomes an OCS source once it enters the 25 mile radius 
of the drill site and all other ancillary vessels that enter this radius that provide services 
for the drill rig or otherwise involved in servicing it, are also considered to be part of the 
OCS source. 

We developed Option 3 as an alternative interpretation of when the Discoverer becomes 
an OCS source to ensure compliance with the plain language of the Clean Air Act in the 
statutory definition of OCS source.*’ Our review of the options set forth by EiPA 

™ 40C.F.R. § 52.21. 

’’ See EPA, Memorandum from Douglas E. Hardesty to Robert R. Robichaud, Re: Forest Oil Kustatan 
Facility and Osprey Platform Construction Permitting Applicabllitv Determination (Aug. 21, 2001) 
(Appendix 11) (2.8 miles); EPA, Memorandum from Director to Clyde B. Eller, Re: Shell Oil Company 
Wilmington Complex Specification of “Source” (May 16, 1980) (Appendix 11). 

Senate Report 101-228, 1990 U.S.C.C.A.N. 3385, 3463 (December 20, 1989) {explaining that “[t]his 
section of the bill is intended to ensure that air pollution from OCS activities does not degrade the air 
quality in coastal regions of the United States. This is to be achieved by applying the same air quality 
protection requirements as would apply if the OCS sources were located within the corresponding onshore 
area.”) 

"'EPA Stmt of Basis at 22-24. 

42 U.S.C. § 7627(a)(4)(C). 
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revealed that Option 1 reflects the same definition of OCS source that EPA proposed in 
the August 2009 Chukchi draft permit and Option 2 reflects the interpretation Shell has 
advocated for in its comments on its draft Chukchi permit.*^ Since neither of these 
options complies with the statutory definition of OCS source, we encourage EPA to adopt 
Option 3. 

Under Option 3 the Discoverer becomes an OCS source when it enters the 25-miie radius 
of the drill site. Congress intended to regulate drill ship exploration that has the potential 
to emit air pollutants, is authorized by OCSLA, and is "in or on waters above the Outer 
Continental Shelf"*'' The propulsion engine on the Discoverer is intrinsic to its 
operations, and will transport the ship within the 25-mile radius surrounding the drill site, 
when Shell is moving on to and off the site, and when Shell is moving between lease 
blocks.** Shell’s application also states that the rig may need to leave the drill-site and 
return due to adverse ice conditions or other factors,** Thus, the statutory definition of 
OCS source includes the Discovers propulsion engine as the ship moves within the 25- 
mile radius of the drill site. These movements of the Discoverer are akin to the type of 
pre-construction activities that are routinely regulated by EPA under the PSD program. 

Inasmuch as these vessels will or may operate within the 25-mile radius of the drill site, 
they must be regulated as part of the OCS source. 

Application of BACT and corresponding onshore area regulations to all the ancillary 
vessel and propulsion engine emissions is necessary because they are “emissions from [] 
vessel[s] servicing or associated with an OCS source,”*’ here the Discoverer, “including 
emissions while at the OCS source”** and such emissions “shall be considered direct 
emissions from the OCS source.”*’ The ancillary fleet of ve.ssels provide fuel, supplies, 
and personnel to the Discoverer and keep ice and oil at bay all of which are “servicing or 
associated with an OCS source.” ” These emissions therefore, “will be included as part 
of the OCS facility emissions for the purposes of regulation."'^' Since the ancillary 


Shell's comments on the original draft permit for the Chukchi operations included a suggestion that the 
Discoverer does not become an OCS source until the anchoring process is complete. See EPA Revised 
Stmt of Basis for draft Chukchi Permit at 20. 

42 U.S.C. § 7627(a)(4)(C). 

** See Air Sciences, Outer Continental Shelf Pre-Construction Air Permit Application Revised Frontier 
Discoverer Chukchi Sea Exploration Drilling Program Prepared for Shell Offshore Inc. at 25 (Feb. 2009) 
(hereafter “Shell Revised OCS Chukchi App.”) (The potential to emit does not include “the Discoverer 
propulsion emissions for the approximate four hours of time to bring the Discoverer the final 25 miles to 
the drill site and move it away”). 

Shell Revised Chukchi OCS App. at 9. 

42 U.S.C. § 7627(a)(4)(C). 

“ 42 U.S.C. § 7627(a)(4)(C). 

® 42 U.S.C. § 7627(a)(4)(C). 

* 42 U.S.C. § 7627(a)(4)(C). 


17 



121 


vessels are associated with the Discoverer (irrespective of whether they are OCS sources 
in and of themselves), they are to be considered for regulatory purposes as direct 
emissions from the source.'^’ The statutory definition of "OCS source" does not exempt 
any activities or parts of an OCS source from the control technologies requirements.’^ 

Option 3 addresses several of our concerns with the previous interpretation of when the 
Discoverer becomes an OCS source as put forth by EPA last August. Including the fact 
that an entire category of unattached vessels that are authorized under OCSLA - i.e., all 
the equipment and activities that are authorized under the OCSLA but are not attached to 
the seabed - were impermissibly not counted as part of the OCS source. Option 3 also 
addresses the concerns raised below with the two options currently provided for 
consideration. 

More importantly, it is critical that emissions that can be regulated under the Act are 
subject to regulation now, because this permit will set the bar for the myriad of other 
offshore oil and gas exploration activities that we see coming down the pike.” Shell’s 
permit demonstrates the incredibly significant impact just one operator can have on air 
quality in the Arctic and why it is essential that as many of the emissions from these 
operations are regulated under the Clean Air Act as possible. It is for this reason that we 
have been encouraging the EPA to ensure that the emissions from the Discoverer’s 
propulsion engine as well as the emissions from all vessels that are a part of Shell’s 
operations be subject to BACT. 

C. Options 1 And 2 Fail to Comply with the Plain Language of the Clean 
Air Act and do Not Ensure That All of Shell’s Emissions are 
Regulated Once the Discoverer is an OCS Source. 

We encourage EPA to adopt Option 3 for regulating the Discoverer as an OCS source 
becau.se, as discussed below, neither Option 1 nor Option 2 comport with the statutory 
definition of OCS source or would be protective enough of the air quality in the Arctic. 

Under Option 1, the Discoverer becomes an OCS source at the point in time when a 
single anchor is placed at the drill site and ceases to be an OCS source at the time when 
the last anchor is removed.” Option 1 fails to regulate the emissions from the Discoverer 
when it engages in pre-construction activities - i.e., movement of the drill rig onto the 
drill site and construction of the mudline cellar. 


‘ 136 Cong. Rec. SI6895-01 (Oct. 27, 1990) (emphasis added). 

We also point out that the ancillary vessels are authorized under the Outer Continental Shelf Lands Act 
(OCSLA) because Minerals Management Service (MMS) must approve Shell’s exploration plan and issue a 
permit to commence exploration before Shell’s operations — which the supporting vessels are an essential 
part of- can commence. See 43 U.S.C. § 1340(b). 

” 42 U.S.C. § 7627(a)(4)(C). 

For example, BP is proposing work on the Liberty prospect, and both ConocoPhillips and Statoil are 
anticipating submitting exploration plans in the near future. 

’’■’Id 
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Option 2 provides that the Discoverer becomes an OCS source when an on-site company 
representative declares that the Discoverer is "secure and stable in a position to 
commence exploratory activity at the drill site.”** EPA developed Option 2 in response 
to Shell's suggestion that until the anchoring process is complete, the Discoverer is not 
"erected" for the purposes of exploring for resources within the regulatory definition of 
OCS source.*’ 

Presumably, both Options 1 and 2 are based on the narrow regulatory definition of OCS 
source. Options 1 and 2’s basis in the overly narrow regulatory definition instead of the 
more inclusive statutory definition is unlawful. 

As we previously explained, Congress's broad definition of "OCS source" is 
unambiguous and left EPA with no authority to restrict the definition of "OCS source" to 
only those vessels that are attached to the seabed floor. This is unlawful for the reasons 
described by the Supreme Court in Massachusetts v. EPA. There, the Court rejected 
EPA's interpretation that excluded carbon dioxide from the Clean Air Act's broad 
definition of "air pollutant."** The Court found that the inclusive and "sweeping" 
language in the statutory definition of "air pollutant," specifically "includes any," was 
unambiguous and precluded EPA's restriction of the definition that excluded "carbon 
dioxide." 

Just as the EPA had in Massachusetts, the agency has attempted to interpret and restrict a 
statutory definition that is unambiguous. The statutory definition of OCS source is an 
inclusive definition because Congress chose broad language, specifically, "The term[] . . . 
OCS source' mclude[s] any equipment, activity."** EPA has impermissibly restricted the 
statutory definition of "OCS source" to vessels that are "permanently or temporarily 
attached to the seabed," in both the regulatory definition of OCS source and its 
application of the regulatory definition to the Discoverer."* 

Congress emphasized that the definition is inclusive, not exclusive, when it suggested 
some of the activities that would fall within the definition: "[s]uch activities include, but 
are not limited Because Congress only required that an OCS source meet the three 
elements listed in (i) - (iii),"® EPA did not have the authority to limit the definition to 
those vessels that are attached to the seabed. Nothing in the statutory definition of OCS 

” td at 20. 

* See Massachusetts v, EP.4, 549 U.S. at 528-529 (stating that the CAA definition of "air pollutant" is 
unambiguous because Congress used inclusive language). 

* 42 U.S.C. § 7627(a)(4)(C) [emphasis added]. 

™40 C.F.R§55.2. 

42 U.S.C. § 7627(a)(4)(C) [emphasis added]. 

42 U.S.C. § 7627(a)(4)(C). 
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source suggests that the time at which a drill-ship becomes an OCS source hinges upon 
whether the vessel is attached to the seabed. In fact, the Discoverer meets the three 
statutory elements days before the anchoring process even begins, triggering the statute's 
jurisdiction. 

The Discoverer clearly meets the definition of an “OCS source” under section 328 of the 
Act. In order to be subject to the PSD program, the emissions from the Discoverer’s 
engines (minus the propulsion engine) and the ancillary vessels were added together and 
Shell’s operations were determined to be a “major source” and thus, subject to regulation 
under the PSD program.'®^ But when it came time to apply control technologies to 
Shell’s operations, the ancillary vessels (aside from the supply vessel when it is attached 
to Discoverer) were excluded. 

With respect to Option I, there is an internal inconsistency with this option. While the 
Discoverer is considered to be an OCS source once the first anchor is placed, this Option 
fails to then require treatment of the “anchor handler” - the icebreaker - as part of the 
OCS source since it is connected to the Discoverer for the purpose of helping to place the 
anchors. At the very least, under Option 1 BACT would need to be applied to the 
Discoverer’s propulsion engine (which may be used during anchoring), as well as the 
“anchor handler,” the supply vessel, and all the other engines on the Discoverer for which 
a BACT analysis was already performed. 

With respect to Option 2, it is clear that Shell suggested Option 2 as a way for it to avoid 
having to control the emissions from the Discoverer’s propulsion engine. Shell's 
application for the August 2009 proposed permit stated that the propulsion engine will be 
shut down before the first anchor is dropped.'®^ However, in comments on the August 
2009 proposed permit for the Chukchi operations. Shell, MMS, and AEWC highlighted a 
major problem with this proposal: if prohibited Shell from using the propulsion engines 
during the anchoring and tensioning process and throughout the exploratory drilling 
operations: 

• MMS "expressed concern" that the permit prohibited the Discoverer from using 
the propulsion engines after the anchoring process was complete.'®^ 

• AEWC stated that RPA should consult with the coast guard to determine if it is 
safe for Shell to discontinue the propulsion engine while setting anchors, 
especially in rough sea conditions.'®* 


See Appendix A, EPA Stmt of Basis at A-1. The supporting vessels will emit the following percentages 
of the total projected project emissions for each criteria pollutant: 98% of CO, 96% of NOx, 93% of PMj 5 , 
94% of PM|(|, 90% of VOC, and 91% of lead. Shell estimated that the ancillary vessels have the potential 
to emit significant amounts of criteria pollutants in an overwhelmingly greater amount than the Discoverer. 

Shell Revised OCS App. at 6 . 

Letter from John Groll, M.MS to EPA at 2 (Oct. 2, 2009) (Attachment 9). 

See AEWC comments at 14 (Attachment 10) (available at: 
http://www.epa.gov/region 1 0/pdPpermits/shell/chukchi_aewc_icas_nsb_combined_l 02009.pdf) 
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• Shell also stated that it would try to comply with the permit requirement not to 
use the propulsion engines during the anchoring process but if that proved to be 
dangerous, Shell would request a permit modification.'®’ 

Based upon these concerns, it is likely that at some point, EPA will have to allow Shell to 
use the propulsion engine during the anchoring and tensioning process. If this is true, 
then its emissions must be regulated under the Clean Air Act. 

Furthermore, EPA itself has noted that the Discoverer can safely drill before all eight 
anchors are placed.'®* Thus, Option 2 presents a scenario for regulation that is even more 
restrictive than that provided in the regulatory definition of OCS source since it requires 
both attachment to the seabed floor and a declaration of position. Basing the regulation 
of the Discoverer on this Option would readily be found to violate not only the plain 
language of the statute but also EPA’s regulation. 

Presumably BACT and corresponding onshore area regulations were not applied to the 
ancillary vessels based on EPA’s application of its regulatory definition of “OCS 
source,”'®® to Shell’s proposed operations. The regulatory definition as applied here 
violates the plain language of the statute."® 

2. EPA Failed to Consistently Apply the COA Regulations to 
Shell’s Ancillary Vessels 

EPA promulgated 40 CFR Part 55 to establish requirements to control air pollution from 
OCS sources in order to ensure attainment and maintenance of Federal and State ambient 
air quality standards and to comply with the provisions of Part C of Title I of the Clean 
Air Act. EPA recently finalized an update to these regulations in response to a Notice of 
Intent filed by Shell Offshore, Inc. on January 9, 2009.'" EPA applied the requirements 
in 40 CFR 55 to the sources on the Discoverer but failed to apply all applicable COA 
regulations to the ancillary vessels supporting the OCS source, as intended by Section 
328 of the CAA. 


("Typically large vessel propulsion engines continue to operate while anchors are set and are started prior 
to releasing anchors, this way the captain has full control of the vessel while anchors are set and released. 
Setting a large drillship adrift in heavy ice conditions without an operational propulsion systems does not 
appear to be a safe plan.") 

EPA Chukchi Revised Stmt of Basis at 20. 

EPA Stmt of Basis at 23 {citing United States Patent No. 4,509,448). 

40 C.F.R. §55.2. 

' See 42 U.S.C. § 7627(a)(4)(C). 

'^'75 Fed. Reg. 3387(Jan. 21, 2010), effective February 22, 2010. 
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EPA must apply the applicable legal requirements of the State of Alaska that were 
Incorporated by Reference into 40 CFR 55, effective February 22, 2010, to all of the 
ancillary vessels in Shell’s exploratory drilling program. This would include, for 
example, applying the COA incinerator visible emissions regulations (18 AAC 50.050) 
found in Condition K.ll of the proposed permit to the incinerators found on the two 
icebreakers (e.g., TV-8 of the Tor Viking) and the oil respon.se vessel (N-6). It would also 
include the addition of all fuel-burning emission sources from the supply ship (e.g., FD- 
31), the two icebreakers (e.g., units TV 1-7 of the Tor Viking) and the OSR fleet (e.g., 
units PBT 1-4, units AEB 1-4, units N 1-5, units K 1-6 and units R 1-3) to the list of 
sources subject to the PM, SO 2 and visible emissions standards, monitoring, 
recordkeeping and reporting requirements in proposed Permit Conditions B.8, B.9, B.12, 
B.13, B.14, B.15, B.I6and B.17. 

V. The Potential To Emit Calculations Fail To Account for All of Shell’s 
Proposed Operations. 

As an initial matter, we commend EPA for its clarification of how and why nonroad 
engines arc a part of the Potential to Emit calculations for DCS activities.’*' We agree 
that ’‘the exclusion of nonroad engines from the general definition of ‘stationary source’ 
in Section 302(z) of the CAA is overridden by the more specific provisions in Section 
328 of the CAA and 40 C.F.R. § 55.2.”"^ 

Our concerns with the existing PTE calculations are with the exclusion of the 
Discoverer’s propulsion engine and other vessels and contingencies from Shell’s overall 
potential to emit calculations. With respect to the Discoverer’s propulsion engine, as 
discussed previously, because this engine is part of the drill rig and used in the 
“construction” and “transportation” of the drill rig, its potential to emit needed to be 
calculated so BACT could be applied to its emissions.""^ Similarly, a Marine Mammal 
Observer vessel is listed as part of Shell’s proposed operations.”^ It does not appear that 
the emissions from this vessel were included in the PTE. 

Emissions associated with emergency situations, namely oil spills, were not included in 
the PTE. An oil spill or some other similar emergency situation would result not only in 
additional, unaccounted for vessel emissions but also emissions from, for example, in situ 
burning of spilled materials. Major sources of air pollution cannot automatically escape 
regulation or liability for excess emissions resulting from foreseeable or unforeseeable 
circumstances. 

Under the PSD program, EPA has maintained a longstanding policy that the Clean Air 
Act does not allow automatic exemptions for excess emissions during startup, shutdown. 


"^EPA Stmt of Basis at 25-26. 
'"Id at 23. 

42 U.S.C. § 7627(a)(4)(C). 
Shell Camden Bay EIA at 22. 
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and malfunction (SSM) events."* Recently, the Tenth Circuit in Arizona Public Service 
Co. V. U.S. highlighted that the agency's "longstanding policy makes clear that excess 
emissions resulting from malfunctions are violations of the Clean Air Act, for such 
emissions can interfere with attainment of the national air standards."*" The EAB relied 
upon this policy to remand a PSD permit that included a provision exempting a coal-fired 
steam electric generating station from otherwise applicable emissions limits during SSM 
events."® 

Just as startup, shutdown, and malfunction events can be foreseen and planned for at a 
coal-fired power plant, they can be foreseen and planned for as part of an oil spill 
response event at an off-shore drilling site. Indeed, several legal requirements mandate 
that Shell meticulously plan for a response to an oil spill."’ Because an oil spill is such a 
likely, and not merely an unforeseeable event. Shell is employing an entire "oil spill 
response" (OSR) fleet as part of its proposed operations. One of the OSR vessels, the 
Nanuq, will be positioned about 5,000 meters away from the Discoverer and will be used 
to conduct "on-water drills" for training, approximately 8-hours at a time, no more than 

j 120 

once per day. 

Shell's response to an oil spill would release a large quantity of emissions that are 
unaccounted for in the draft Permit. By moving the entire OSR fleet to the drill site, 
cleaning up oil, and conducting other response activities, the OSR fleet will release air 
emissions by using the propulsion engines, generators, and other equipment. Moreover, 
Shell has suggested that it will burn spilt materials (i.e., oil and/or gas) as a method to 
clean up a spill, certainly resulting in even more significant air emissions."' To provide 
Shell with an automatic exemption for these excess emissions would be contrary to EPA's 


See. i.e., Indeck-Elwood, LiC, PSD Appeal No. 03-04, Slip Op. a! 66 (Sepl. 27, 2006) ("Indeed, EPA 
has, since 1977, disallowed automatic or blanket exemptions for excess emissions during startup, 
shutdown, maintenance, and malfunctions by defining most periods of excess emissions as "violations” of 
the applicable emission limitations,"), citing In re Tallmadge Generating Station, PSD Appeal No. 02-12, 
at 24 (EAB, May 21, 2003) (stating that EPA has issued several guidance documents over the years 
"clearly expressing the Agency's long-standing position that automatic exemptions for excess emissions 
during startup and shutdown periods cannot be reconciled with the directives of the CAA,”). 

562 F.3d 1116 (10th Cir, 2009); See also 72 Fed. Reg. at 25,702, 25,705; State Implementation Plans: 
Policy Regarding Excessive Emissions During Malfunctions, Startup, and Shutdown (Sept. 20, 1999) 
(hereinafter Herman Memorandum); Policy on Excess Emissions During Startup, Shutdown, Maintenance, 
and Malfunctions (Feb. 15, 1983) (hereinafter Bennett Memorandum). 

"* Indeck-Elwood, ILC, PSD Appeal No. 03-04, Slip Op. at 71, 76 (Sept. 27, 2006). 

See e.g.. Shell Beaufort Sea Regional Oil Discharge Prevention and Contingency Plan (ODPCP) (April 
2007) (available at: 

http;//www.mms.gov/alaska/ref/ProjectHislory/Shell_BF/2007_cplan.pdf) (Attachment 13). 

EPA Stmt of Basis at 59. 

Shell. Beaufort ODPCP at 1-27, 1-29, 1-51, 1-53, 1-86; § 1,7 at 1-95 to 1-96, 3-16, 3-20 to 3-36 
(available at: 

htlp://www.mms,gov/alaska/ref/ProjectHistory/2009_Chukchi_Shell/2009_0623_Shell_cplan.pdf). 
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longstanding policy under the PSD program and would violate the Clean Air Act. Excess 
emissions resulting from an oil spilt response could have the potential to violate the 
national ambient air quality standards and other Clean Air Act requirements, thus Shell’s 
permit must account for these emissions. 

Specifically, the OSR fleet's activities and the impacts of burning spilt materials resulting 
from an oil spill response must be included in the potential to emit analysis. “Potential to 
emit” means "the maximum capacity of a source to emit a pollutant under its physical and 
operational design."'^’ By employing and training the OSR fleet, Shell has included an 
oil spill response within the operational design of the OSR fleet. Because these activities 
fall within the operational design, they increase the maximum capacity of Shell's 
operations and must be accounted for in the PTE. 

The EPA concludes that 

There are other vessels that will be associated with Shell’s exploratory 
drilling program, .such as an oil tanker, a barge, and shallow water landing 
craft. Based on Shell’s application submittals, none of these vessels will 
be operating within 25 miles of the Discoverer while the Discoverer is an 
OCS source. Emissions from these other vessels are therefore not included 
in determining the potential to emit of Shell’s exploration drilling program 
in conjunction with applying the requirements of the OCS or PSD 

123 

program. 

Shell needs to explain whether these vessels will be used within 25 miles of the 
Discoverer in the event of an oil spill or other emergency situation. If so, the emissions 
from these vessels must be included in Shell’s PTE. 

As EPA explained, “determining a project’s PTE is essential for determining ... the 
scope of PSD review, in particular, the pollutants that are subject to application of BACT, 
analysis of ambient air quality impacts from the project, . . . and analysis of impacts on 
soils and vegetation.”'^"* Due to the importance of the PTE calculations, it is imperative 
that these issues are addressed with Shell and a permit is proposed for public input that 
takes all of Shell’s proposed emissions into account as required by the Clean Air Act. 

1. A Calculation of Shut Downs and Start Ups in Light of Mitigation 
Measures that 'Will be Necessary to Protect Marine Mammals is 
also Necessary. 

Shell states in its permit application that while “[sjounds from the Discoverer have not 
previously been measured in the Arctic or elsewhere,” “mitigation as described for 


40 C.F.R. § 52.21(b)(4). 

' EP A Stmt of Basis at 26. 
EPA Stmt of Basis at 32. 
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seismic activities including ramp ups, power downs, and shut downs should not be 
necessary for drilling activities”.'* We disagree that the now typical mitigation 
measures for activities in the Arctic — i.e,, of powering or shutting down when marine 
mammals are sited and powering up when the marine life has moved on - will not be 
required of Shell for its drilling operations. We ask that EPA ensure that ramp downs 
and ramp ups, and shut downs and start ups be taken into account in determining the 
emissions from Shell’s operations, as well as the necessary best available control 
technologies. 

VI. In Several Instances A BACT Analysis Was Not Performed For Emissions 
Units And In Other Instances Improvements Are Required For The Analysis 
That Was Performed. 


For all sources subject to BACT, EPA must establish an “emission limitation based on 
the maximum degree of reduction” for each pollutant that the source will emit in 
significant quantities.'** To determine the appropriate emission limitation, the EPA may 
take into account, “energy, environmental, and economic impacts and other costs,” In 
doing so, the EPA must adequately justify and explain its decision to eliminate control 
technologies due to technical infeasibility or collateral impacts.'^* 

In applying BACT here, EPA utilized the top-down approach. As EPA explained in its 
New Source Review Workshop Manual: 

the top-down process provides that all available control technologies be 
ranked in descending order of control effectiveness. The PSD applicant 
first examines the most stringent— or “top”— alternative. That alternative is 
established as BACT unless the applicant demonstrates, and the permitting 
authority in its informed judgment agrees, that technical considerations, or 
energy, environmental, or economic impacts justify a conclusion that the 
most stringent technology is not "achievable" in that case. If the most 
stringent technology is eliminated in this fashion, then the next most 
stringent alternative is considered, and so on.'^® 

Shell Beaufort Sea Marine Mammal Monitoring and Mitigation Plan at 13. We also point out that Shell 
has previously noted that “[t]he presence of MMOs onboard drilling and support vessels will be a core 
component of compliance with the 4MP. The MMOs will be responsible for collecting basic data on 
observations of marine mammals and for implementing mitigation measures including vessel avoidance 
measures and factored into decisions concerning operational shutdown” Shell Revised Chukchi OCS 
App. at 145 (emphasis added). 

'“42 U.S.C. § 7479(3). 


In re: Knauf Fiber Glass, GMBH, 8 E.A.D. 121,131 (Feb. 4, 1999) (remanding a PSD permit to the 
permitting agency). 

See EPA, New Source Review Workshop Manual (1990) (available at: 
http://www, epa.gov/ttn/nsr/gen/wkshpman, pdf). 

'“/rf atB.2. 
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Thus, BACT requires that EPA do more than summarily dismiss technologies and instead 
provide "a clearly ascertainable basis for a conclusion."'"’’ In Knauf Fiber Glass, the 
Environmental Appeals Board was unable to ascertain whether a PSD permit included the 
best available control technology For the source because the permitting authority did not 
provide proper documentation of the potential control technologies and a technical 
feasibility analysis. The EAB required the permitting authority to conduct a 
supplemental BACT analysis that included a list of control options, an explanation of the 
technical feasibility analysis, and justifications for eliminating control options. 

In Shell's draft permit, EPA purports to have set BACT for all required sources. A 
rigorous analysis must be undertaken to arrive at BACT for all required sources. In 
situations like this, the EAB has emphasized that an agency's less than rigorous analysis 
is not BACT: 

If reviewing authorities let slip their rigorous look at 'all' appropriate 
technologies, if the target ever eases from the 'maximum degree of 
reduction' available to something less or more convenient, the result may 
be somewhat protective, may be superior to some pollution control 
elsewhere, but it will not be BACT.'^'* 

In Shell's draft permit, EPA has not yet met the rigorous BACT demands because the 
agency still has not; (I) adequately supported its decision to eliminate the best available 
control technology for several engines and pollutants; and (2) conducted BACT for the 
propulsion engines and ancillary vessels. 

A. The Proposed Best Available Control Technology (BACT) Emission 
Limits Do Not Necessarily Reflect the Maximum Level of Control that 
Can be Achieved. 

1. NO, BACT analysis for the six generator engines 

We support EPA’s determination of BACT as the use of selective catalytic reduction 
(SCR) to reduce NO, emissions from the six generator engines on board the Discoverer. 
We question, however, if the associated permitted emission rate of 0.5 g/kW-hr (Permit 
Condition C.3. 1) is the appropriate corresponding emission limit for the proposed system. 
Statements from the vendor, D.E.C. Marine, indicate that the SCR system can achieve an 
emission rate as low as 0.1 g/kW-hr under ideal steady state conditions.’^"* This 
represents a limit that is 80% lower than what is proposed as the permit limit for these 
units. It is quite possible that the units w'ill, in reality, operate at a level lower than the 

in re: Knauf Fiber Glass, 8 E.A.D. at 134. 

"-Id. 

In re: Northern Michigan University Ripley Heating Plant, PSD Appeal No. 08-02, Slip Op. at 16, 14 
E.A.D, — (EAB Feb. 1 8, 2009). 

'"EPA Stmt of Basis at 68. 
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guaranteed 0.5 g/kW-hr emission rate. We support EPA’s requirement to test theses 
engines (Condition C.6) to verify emission limits can be achieved; however, these data 
are needed prior to issuing a permit in order to set an appropriate BACT limit. In the 
event that the test data for these units demonstrate the ability to meet a lower NOx limit 
than the proposed 0.5 g/kW-hr, EPA must revise the BACT limit accordingly. 

Additionally, it seems possible that exhaust gases from other emission units could be 
routed to and treated by the SCR systems for the generator engines. Since it was deemed 
infeasible to install SCR for the smaller compression ignition internal combustion 
engines on board the Discoverer primarily due to space considerations, please provide 
justification for why these engines can’t use the same SCR system employed for the 
generator engines. 

2. NOj BACT analysis for smaller compression ignition internal 
combustion engines. 

EPA’s proposed BACT for the smaller compression ignition engines on the Discoverer is 
“good combustion practices.”'^^ This BACT determination applies to the hydraulic 
power unit (HPU) engines, cranes, cementing units and logging winches, which 
collectively represent over 80 percent of the impact to maximum annual NOx 
concentrations from Shell’s exploration activities. According to Shell’s application for 
the Beaufort Sea, “[mjaximum impacts for annual N02 are driven by poorer dispersing 
engines (HPU engines and cementing units) on the Discoverer" P'' We do not support 
EPA’s conclusion that simply employing “good combustion practices” for all of these 
engines is the best available control technology. 

In particular, we think EPA should reconsider the option for re-powering the two HPU 
units as BACT for these engines. The HPU’s are prime candidates for re-powering to 
Tier 3 engines and, in fact. Shell indicates that the only technical consideration is the 
“additional effort [that] would be necessary to attach all the necessary hydraulic lines and 
other associated equipment.”'^® The cost-effectiveness for these engines - at less than 
$10,000 per ton of NOx removed - is favorable, contrary to Shell’s conclusions. Shell 
states, in its BACT report that: 

In conclusion, none of the engine replacement options evaluated are less 

than $10,000 per ton of NOx removed. Given the very small quantity of 


' ” See EPA Stmt of Basis at 73; EPA draft OCS PSD Proposed Permit for Shell Beaufort Sea Operations, 
at Conditions G.3, H.3 and 1.3. 

Shell supplemental material from the Chukchi permit, September 17, 2009, Table 7-4: Discoverer 
Source Contributions at the Screening Ma.ximum Impact Locations 

Outer Continental Shelf Pre-Construction Air Permit Application for the Frontier Discoverer Beaufort 
Sea Exploration Drilling Program, ENVIRON Project No. 03-22090A, Revised January 2010, p. 168. 

'38 environ report: Diesel Engine Best Available Control Technology Analysis, December 2009, Project 
No. 0322090A,p. 21. 


27 



131 


NOx that would be eliminated by these engine replacements, engine 
replacement is not cost effective and not BACT.'"’^ 

Re-powering the HPU units, in fact, does appear to be cost effective according to Shell’s 
own evaluation. Shell’s updated BACT analysis contained in the permit record estimates 
a cost for re-powering the HPU units at $8,671 per ton of NOx removed (clearly less than 
$10,000 per ton).''*® If $10,000 per ton is the threshold of consideration, as implied in 
Shell’s assertion, then certainly this alternative must be more seriously considered. In 
fact, RPA did not even address this alternative in the statement of basis for the proposed 
permit. We disagree with Shell that the small quantity of NOx emissions that would be 
removed justifies an argument for eliminating this alternative as BACT when, in fact, the 
HPU units contribute 30% of the maximum modeled NOx concentrations from Shell’s 
activities.'"*' 

If, however, EPA does not revise BACT for the HPUs to require re-powering of the 
engines to Tier 3 engines then it must at least consider re-tooling these and other engines 
as BACT instead of simply employing “good engineering practices.” Specifically, the 
Cam Shaft Cylinder Reengineering (CCSC) kit suggested by us in our prior comments on 
the Chukchi Sea proposed permit appears to be a cost-effective BACT alternative for the 
HPU engines as well as the two larger cementing units. Even considering the slightly 
higher cost per ton of NOx reduction than for re-powering the HPUs, which includes 
Shell’s estimated [$50,000] shipping costs for installing the re-tooling kits, we believe 
this is a viable option that could (and should) be considered as BACT for these units. The 
fact that this re-tooling option has had successful test results in Arctic conditions and 
there appear to be no issues with the use of ULSD further supports its use in Shell’s 
specific application. EPA must identify the potential emission limits that would result 
from re-tooling these specific units. If EPA believes this alternative is not cost-effective 
then it must provide a more thorough justification for this position including specific 
examples of cases where these levels of cost ($/ton of removal) were rejected as not cost- 
effective. Again, we do not agree with Shell’s recommendation that these “small and 
infrequently used” engines do not warrant further consideration of BACT alternatives. 
The HPUs and cementing units make up 64% of the maximum-modeled NO* 
concentrations from Shell’s activities. 


There appear to be two version.s of this report. The one included in the Chukchi Permit Administrative 
Record is titled the same but includes a threshold of $10,000 per ton, as quoted here - ENVIRON report: 
Diesel Engine Best Available Control Technology Analysis, December 2009, Project No. 0322090A, p. 23. 

See Outer Continental Shelf Pre-Construction Air Permit Application for the Frontier Discoverer 
Beaufort Sea Exploration Drilling Program, ENVIRON Project No. 03-22090A, Revised January 2010, p. 
69 and ENVIRON report: Diesel Engine Best Available Control Technology Analysis, December 2009, 
Project No. 0322090A, see p. 15 Table 4-1. 

Shell supplemental material for the Chukchi permit, September 17, 2009, Table 7-4: Discoverer Source 
Contributions at the Screening Maximum Impact Locations 

Id 
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The various engines covered by this general BACT determination continue to have 
permitted emission rates, which arc defined as BACT limits, as follows: 


Unit 

IIPU Engine FD-12 
HPU Engine FD-13' 
Deck Crane FD-14 
Deck Crane DF-15 
Cementing Unit FD- 1 6 
Cementing Unit FD-17 
Cementing Unit FD-18 
Logging Winch FD-19 
Logging Winch FD-20 


NO„ BACT Limit 

in g/kWh 

13.155 

13.155 

10.327 

10.327 

13.155 

13.155 

15.717 

4.0 

7.5 


Permit Condition 

G.2.2.1 

G. 2.2.1 

H. 2.2.1 

H. 2.2.1 

I. 2.2.1 

1,2.2,1 

1.2.2. 1 

1.2.2. 1 

1.2.2. 1 


According to EPA and Shell, the hydraulic power units (HPU) will be used “very 
similarly” to the MLC compressor engines.''*^ The HPU engines are 250 hp Detroit 
Diesel 8V-71 engines and the BACT limit is based on engine dynamometer test data 
reported in EPA’s 2002 Diesel Health Assessment. The cementing unit engines (FD-16, 
FD-17, FD-18) and logging winch engine FD-19 are also Detroit Diesel 8V-71 engines 
(or from the same “family” of engines) with BACT limits also based on EPA’s 2002 
Diesel Health Assessment data. 


The BACT limits for the FD-20 logging winch and the two deck cranes are based on 
manufacturer emission data and likely represent good combustion practices. These 
BACT limits are lower than for the other engines. EPA’s proposed BACT limits for the 
Detroit Diesel 8V-71 engines may not reflect the “good combustion practices” that it 
determined were the best available controls. At a very minimum, EPA must quantify the 
reductions in NOx emissions that can be expected from implementation of the good 
combustion practices defined as BACT instead of requiring the practices but enforcing an 
emission limit that is simply based on average engine operation for these 8V-71 engines. 
We support EPA’s requirement to test theses engines (Conditions 0.7, H.7 and 1.7) to 
verify emission limits can be achieved; however, these data are needed prior to issuing a 
permit to set a BACT limit and determine BACT. In the event that the test data for these 
units demonstrate the ability to meet lower NOx limits, EPA must revise the BACT limits 
accordingly. 

Thus, for these reasons, EPA still has not adequately evaluated BACT for NOx for the 
small compression ignition engines. We request that EPA re-consider its review of 
BACT for these engines, per 40 C.F.R. § 52.2i(b)(12). EPA has failed to show that the 
proposed emission limits reflect the maximum degree of NOx reduction that can be 
achieved from these engines (in fact, they appear to only reflect average operation of 
these engines) and has failed to consider all technically and economically feasible control 
options. We request that EPA determine the level of control that reflects the maximum 


See EPA Stmt of Basis at 47. 


29 



133 


degree of NOx reduction that can be achieved from these small engines and impose a NOx 
emission limit that reflects that maximum degree of NO* control. 

3. PM BACT analysis for diesel generator engines. 

EPA is proposing the use of oxidation catalysts (OxyCat) as BACT for the six generator 
diesel internal combustion engines.'"*'* EPA eliminated the use of catalytic diesel 
particulate filters (CDPF) as technically infeasible control options for these engines. 
EPA did not include any additional analysis of BACT alternatives for these engines in the 
proposed permit documents. We would like EPA to more thoroughly evaluate CDPF as 
BACT for these engines, particularly given that they contribute 30% of the maximum 
concentrations of PM from Shell’s activities. ''** According to EPA, “[sjince CDPF 
systems are not commercially available in combination with SCR systems for diesel 
engines such as the Discoverer’s generator diesel IC engines, EPA believes CDPF 
systems are technically infeasible for this specific application.”''** Further, EPA assumes 
that even if CDPF technology were technically feasible, it would not be a cost-effective 
control option.'"*’ 

Regarding EPA’s reference to cost-effectiveness for CDPF control for the six generator 
engines, EPA must provide a comparative assessment of the economic impacts of 
applying this technology in similar applications. Shell provided a cost estimate for the 
use of CDPF control for the six generator engines of roughly $22,000 per year per ton of 
PM removed for all six engines.'"** In its application, Shell simply states “[t]his cost is 
considered too high to be required as BACT”.'"*’ If EPA is going to eliminate the use of 
CDPF technology as an effective control option based on cost-effectiveness then it must 
present a detailed argument as to why $22,000 per ton of PM removed per year is not 
considered cost effective for these units. This argument must include an analysis of 
employing these technologies for Shell’s proposed operations in the Chukchi Sea as well. 
EPA must compare the associated per ton costs with similar applications of CDPF. 

According to EPA guidance, the applicant must demonstrate that costs of pollutant 
removal are “disproportionately high when compared to the cost of control for that 
particular pollutant and source in recent BACT determinations.”'*® EPA and Shell have 
provided no such comparison analysis to support its claim that $22,000 is not cost 
effective. In fact, it does not appear that $22,000 per ton of PM removal per year is 


See EPA Stmt of Basis at 79; EPA Draft Beaufort Permit at Condition C.2. 

Shell supplemental material for the Chukchi Sea permit, September 1 7, 2009, Table 7-4: Discoverer 
Source Contributions at the Screening Maximum Impact Locations. 

'“EPA Stmt of Basis at 79. 

'■"SeeEPA StmtofBasisat79, fn15. . 

See Shell Beaufort Air Permit at 58 and Appendix C. 

See Shell Revised Chukchi OCS App. at 47. 

Draft NSR Workshop Manual, at B.32 (October 1990). 
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necessarily cost prohibitive. EPA estimates that the cost of several diesel retrofit 
programs: (1) the Urban Bus Retrofit and Rebuild program ($3 1,500/ton of PM reduced); 
(2) the 2007 Heavy-Duty diesel emission standards ($ 14,200/ton); and (3) the Non-road 
Tier 4 emission standards ($1 1,200/ton) indicate that “retrofits can be a cost effective 
way to reduce air pollution.”'^' 

Regarding EPA’s determination that CDPF technology is technically infeasible, it is not 
sufficient to simply provide one manufacturer’s statement that it is unaware of CDPF 
applications for these engine types. In addition to comparing the proposed BACT 
determination to the BACT determinations of other permitted sources, the BACT analysis 
should also be based on a review of the maximum degree of emission reductions that can 
be achieved for the engines based on a rigorous investigation of all available control 
options. EPA and Shell must more thoroughly investigate the use of CDPF in application 
where Selective Catalytic Reduction (SCR) is also used to control NOx in determining the 
BACT limits for these engines. 

Several manufacturers have demonstrated commercial CDPF retrofit applications in 
conjunction with SCR to control NOx emissions demonstrating that many of the technical 
considerations that Shell raises (e.g., backpressure on the engines, cross-sectional area for 
the catalyst matrix, filter element exchange frequency, etc.) can be overcome. These 
applications were for a wide range of engine sizes and a wide range of ages.'*^ And there 
is recent research to support the effectiveness of integrated catalytic control systems for 
NOx and PM reduction in both stationary and mobile applications for small and large 
engines.'^'* However, even if these particular technologies are not directly applicable to 
the older generator engines proposed for use by Shell, it is still possible that the use of 
CDPFs is potentially feasible for these engines. Nothing in the permitting materials 
indicates with certainty that this particular technology is technically infeasible. Without 
such firm evidence EPA must insist that Shell perform the needed investigations to make 
a more solid determination. 

4. PM BACT analysis for the incinerator. 


EP.A 420-S-06-002, Diesel Retrofit Technology: An Analysis of the Cost-Effectiveness of Reducing 
Particulate Matter Emissions from I Icavy-Duty Diesel Engines Through Retrofits, March 2006, p. ii 
(Attachment 14). 

' ” EPA Stmt of Basis at 78-79; "D.E.C. Marine stated that they are not aware of any applications of CDPF 
systems on older heavy duty marine engines without modern electronic controlled fuel injection.” 

See, e.g., EPA’s Emerging Technology list available at: http:/.twvvw.epa.t’ov./otaa/ 
dicsel/prgemerglist.htm (Attachment 1 5). 

Gekas I P, “NOx Reduction Potential of V-SCR Catalyst in SCR /DOC/DPF Configuration Targeting 
Euro VI Limits from High Engine NOx Levels”, Society of Automotive Engineers (SAE), Document 
Number: 2009-01-0626, April 2009 (Abstract available online at bttp://www.sae.ori;/technical,''Dapers/2009- 
01-0626 ) (Attachment 16); Servati H B, Petreanu S, Marshall S E,Su H, Marshall R, Wu C-H, Hughes K, 
Simons L, Berrimann L, Zabsky J, Gomulka T, Rinaldi F, Tynan M, Salem J, Joyner J, “A NOx Reduction 
Solution for Retrofit Applications: A Simple Urea SCR Technology”, SAE, Document Number: 2005-01 - 
1857, April 2005 (Abstract available online at http://www.sae-org,'technical/papers/2005-01 -1 857 ) 
(Attachment 17). 
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EPA is continuing to propose "Good Combustion Practices” as BACT for the 
incinerator.**^ This is the same BACT as proposed by Shell in its application.*** EPA 
eliminated the use of add-on controls for the incinerator as technically infeasible. The 
Discoverer incinerator (TeamTec GS500C) is a small waste incinerator rated at 276 Ib/hr, 
with a daily rating of 6,624 Ibs/day. Shell plans to incinerate domestic and other non- 
hazardous solid waste (trash) and liquid sewage sludge. Shell describes this incinerator 
as a two-stage, batch-charged unit. The TeamTec GS500C unit is a small unit 
(approximately 8’x 6’x 7’ in dimension) with an option for simultaneous combustion of 
sewage sludge and solid waste.'*’ 

Shell requested Owner Requested Restriction (ORR) limits for PMio (8.2 Ibs/ton) and 
PM 2 ,s (7 Ib/ton), which is a small fraction of the total AP-42, Table 2.2-1 PM,otai emission 
factor for an uncontrolled multiple hearth sewage sludge incinerator (100 Ib/ton). It is 
not clear how fine particulate matter will be controlled to this level without the use of 
additional controls. 

Shell has also requested an ORR of 1,300 Ib/day (20% incinerator capacity) in addition to 
the ORR limits for PMio and PIVI2.5.'** Even at these ORRs the incinerator PM25 
emissions account for up to 30% of the 24-hour PM 2,5 (and PM|o) concentrations at 
maximum impact locations under Alternative Operating Scenario #2.**^ 

Both Shell and EPA conclude that no additional control is BACT, but do not explain how 
these ORR emission factors will be achieved absent additional control. Vendor data and 
source test data is absent to confirm these ORRs can be achieved. We support the EPA’s 
requirement to test the incinerator (FD-23) to verify whether emission limits can be 
achieved (Condition K.9); however, these data are needed prior to issuing a permit to set 
a BACT limit and determine BACT. 

The permit does not include an alternative procedure if the test fails to achieve the ORRs. 
One option would be to further reduce the incinerator throughput, but it is not clear 
whether further reduction below a 20% operating capacity can support the vessel’s waste 
generation. Another option would be to develop alternative waste handling strategies to 
reduce waste capacity including collection and backhaul, if needed, rather than on-site 
incineration. These alternative requirements should be clearly specified in the permit. 


■ EPA Stmt of Basis at 85; EPA draft OCS PSD Proposed Permit Shell for Beaufort Operations at 
Condition K.2. 

Outer Continental Shelf Pre-Construction Air Permit Application for the Frontier Discoverer Beaufort 
Sea Exploration Drilling Program, ENVIRON Project No. 03-22090A, Revised January 2010, p. 96. 

TeamTec Marine Product Brochure (Attachment 18). 

EPA Proposed Permit Condition K.7.1 

Shell Supplemental Materials for the Chukchi Sea permit at Table 7-4 Discoverer Source Contributions 
at the Screening Maximum Impact Locations (9/17/09). 
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We request that EPA require Shell test this incinerator to verify what emission rate can be 
achieved, or provide vendor data to verify that the PMio (8,2 Ibs/ton) and PM 2.5 (7 Ib/ton) 
ORRs can be met without any additional emission control. Additional control may be 
required to achieve these emission levels. Or alternative waste handling strategies may 
need to be adopted. 

In the event that the test data for the unit demonstrate the ability to meet lower PMio and 
PM 2.5 limits, EPA must revise the BACT limits accordingly. In fact, Shell’s own 
findings in the RACT/BACT/LAER clearinghouse demonstrate that lower limits can be 
achieved on similar-sized units using “Proper Operation and Maintenance” practices. 
Specifically, similar waste combusting units permitted at the Kenai Refinery in Alaska 
with 350 Ib/hr maximum throughput ratings have a BACT limit for PMio of 0.2 Ib/hr, or 
1.1 Ib/ton.'®’'*' EPA should consider and evaluate this limit as an applicable BACT limit 
for the incinerator on the Discoverer. 

We commend EPA for requiring a standard operating procedure/waste separation plan to 
instruct employees on how to segregate waste to ensure that hazardous/toxic material is 
not inadvertently incinerated (Proposed Permit Condition K.8), 

5. Incinerator SO 2 emissions. 

Shell references an owner requested limit as the source of its emission factor for S02 
emissions from the incinerator.'*^ However, this number appears to be based on AP-42, 
Table 2.1-12 yet it is not clear why Shell uses this “D” rated emission factor for a refuse 
combustor of 2.5 Ibs/ton rather than the “B” rated emission factor of 28 Ib/ton found in 
Table 2.2-1 for a multiple hearth .sewage sludge incinerator (which is 1 1 times larger).'® 
If Shell has reduced this emission factor based on fuel type, this must be explained. 

6. Incinerator sewage combustion. 

We request that EPA clarify the amount and type of sewage that will be incinerated in 
Discoverer incinerator versus treated by the Marine Sanitation Device (MSD) and 
discharged overboard as described in Shell’s NPDES NOI. In our comments on the 
NPDES permit, we have requested additional information on the type and treatment 
levels achieved by the Marine Sanitation Device (MSD). 

7. PM BACT analysis for boilers. 


RBLC, AK-0053, 3/21/2000 

0.2 IbpMio/hr/ 350 lb„,a/hr * 2000 Ib/ton = I.l IbpMio/ton.™,.. 

per Shell 5/18/2009 Response to EPA RIO March 1 1, 2009, Letter of Incompleteness, Attachment D, 
Page 3. 

EPA Chukchi Stmt of Basis Appendix A. 
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EPA is proposing ’’Good Combustion Practices” as BACT for the two boilers onboard 
the Discoverer.'” EPA eliminated the use of add-on controls for the boilers as technically 
infeasible. 

As with the incinerator, we support EPA’s requirement to test the boilers (FD-21 and FD- 
22) to verify that BACT emission limits can be achieved (Condition J.5); however, these 
data are needed prior to issuing a permit to set a BACT limit and determine BACT. We 
request that EPA require Shell test both units to verify what emission rate can be 
achieved, or provide vendor data to verify that the PM|o (0.0235 Ib/mmBTU) and PM 2.5 
(0.0235 Ib/mmBTU) limits can be met without any additional emission control. 

In the event that the test data for the units demonstrate the ability to meet lower PM 10 and 
PM 2 .s limits, EPA must revise the BACT limits accordingly. EPA must also explain why 
the proposed BACT limits exceed AP-42 emission factors for this source. Table 1.3-1 in 
Section 1.3 of EPA’s AP-42 compilation of emission factors lists “A” rated emission 
factors for NO* and PMio of 20 pounds per thousand gallons (Ib/IO’gal) and 2 Ib/lO^gal, 
respectively.'*" AP-42 emission factors represent an average of a range of emission rates. 
Therefore, units applying BACT would presumably be able to achieve, much lower 
emission rates than what is presented as the average factor in AP-42. The proposed 
BACT limits for the two boilers, in comparison, are equivalent to 26.6 Ib/lO^gal of NOx 
and 3.1 lb/10"gal of PM.'** EPA must explain why the boilers on the Discoverer will not 
have BACT limits at least as stringent as the average emission rates established in AP-42. 

8. VOC BACT analysis for vented sources. 

EPA’s Proposed Statement of Basis at Section 4.1 concludes that ”... BACT must be 
determined for each emission unit on the Discoverer which emits NOx, PM, PM 2 , 5 , PMio, 
SO 2 , VOC and CO while the drillship is operating as an OCS source.” [emphasis added]. 
EPA’s Statement of Basis at Section 4.6 examines VOC BACT for vented sources of 
VOC (e.g. mud degassing). 


*’’’ EPA Chukchi Stmt of Basis at 65; EPA draft OCS PSD Proposed Permit for Shell Chukchi Operations 
at Condition J.2. 

AP-42 emission factors are given a rating of “A” through “E" with “A” indicating a high level of 
confidence in the factor (“A” = Excellent. Factor is developed from A- and B-rated source test data taken 
from many randomly chosen facilities in the industry population. The source category population is 
sufficiently specific to minimize variability. Tests are performed by a sound methodology and are reported 
in enough detail for adequate validation). 

Proposed Permit Conditions J.l .1 and J.l..'? list a NO, BACT limit of 0.2 Ib/mmBTlj and a PM|o BACT 
limit of 0.0235 Ib/mmBTU, respectively. Based on the diesel fuel heating value in Shell’s engineering 
calculations (Appendix A of EPA’s Statement of Basis) of 0. 1 33 1 mmBTU./gal: 


0.2 Ib/mmBTU 0.1331 mmBTU/gal 1000 gal/1 0’gal = 26.6 Ib/IO’gal NO, 
0.0235 Ib/mmBTU *0.1331 mmBTU./gal * 1000 gal/ 10 ’gal = 3.1 Ib/lO’gal PM,o 
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Mud degassing emissions can substantially contribute to VOC and greenhouse gas 
(GHG) emissions. Mud degassing systems are used to remove entrained formation gas 
from the mud to maintain higher mud density for well control. Drilling mud degassing 
units extract entrained gas from the mud at the surface and vent this gas directly into the 
atmosphere. Shell proposes to vent this gas directly to atmosphere through a 10” vent 
pipe. Shell concludes that it is not affordable to install a 2” flare nozzle atop the 10” mud 
degassing vent line to control the emissions, because the flare would cost $61,800. Shell 
estimates only 128 lbs of VOC are vented during the entire drilling season resulting in 
an emission control cost of $965, 625 per ton. Based on Shell’s very low emission 
estimate, EPA agreed no control would be required. Shell’s extremely low emission 
estimate is not only inconsistent with MMS and industry emission factors, but is 
inconsistent with the need for a 10” vent pipe. Why would a 10” vent pipe be needed for 
such an extremely low flow rate? Clearly, Shell’s engineers recognize the Potential To 
Emit (PTE) is substantially higher. 

We reviewed EPA’s record on this BACT assessment in detail, and did not find any 
review of the published MMS emission factor for offshore drilling mud degassing 
systems that NSB identified and requested EPA to review in our last set of comments (on 
the Chukchi permit). As we previously explained, in 2007, MMS hired a consulting firm 
to develop offshore drilling mud degassing emission factors, among other emission 
factors, to improve offshore oil and gas emission estimates.'** MMS’s drilling mud 
degassing emission factors have been reviewed and accepted by both APl'*^ and The 
Climate Registry.'™ The standard total hydrocarbon (THC) emission factor for water- 
based mud from an offshore drilling mud system is 881.84 lb THC/drilling day. The 
standard methane (CH4) emission factor from an offshore drilling mud system is 0.2605 
tons of CH4 per drilling day. 

Again, we request that EPA require Shell to revise its mud degassing emission 
computations using standard emission factors developed by MMS, accepted by the 
American Petroleum Institute and The Climate Registry. Shell’s computations use a non- 
standard approach. Shell’s emission estimate severely underestimates the GHG emission 
impact'^' and VOC emission contribution. 

EPA Stmt of Basis, at Section 3.4.12, Drilling Mud System (FD-32). 

Wilson, Darcy, Richard Billings, Regi Oommen, and Roger Chang, Eastern Research Group, Inc. Year 
2005 Gulfivide Emission Inventory Study, U.S. Department of the Interior, Minerals Management Services, 
Gulf of Mexico OCS Region, New Orleans, December 2007, Section 5.2.10 (available at: 
http://www.goinr.iT]ms.KOv/PI/PDFtmai!cs/'RSPlS/4/4276.pdn (Attachment 19). 

'“American Petroleum Institute (API), Compendium of Greenhouse Gas Emission Methodologies for the 
Oil and Natural Gas Industry, August 2009 (Available at; 
http://www.api.0rg/ehs/climate/new/upload/2OO9_GHG_COMPENDIUM.pdf). 

'™ The Climate Registry Oil and Gas Production Protocol, Draft for Public Comment, May 2009 (available 

at: http://www.theclimateregistry.0rg/downloads./2OO9/O5/Oil-and-Gas-Production-Protocol.pdf). 

NOTE: Methane is of particular concern as a greenhouse gas since it is over 20 times more effective at 
trapping heat in the atmosphere than carbon dioxide over the same lOO-year period. 
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If the MMS emission factor of 881.84 lb /drilling day is used over the 168 day drilling 
period (74 tons) the flare is cost effective at $834 per ton. Additionally the VOC estimate 
needs to be revised upward to reflect this higher number as well. We also request that 
EPA require Shell to calculate HAP emissions based on the substantially higher, revised 
VOC emission estimate. 

If EPA has concerns about the quality of MMS’s emission estimate, please explain what 
those concerns are, and provide an alternative emission factor that is more accurate. Or 
require Shell to test the vent to verify actual emissions. 

B. A Proper BACT Analysis Must Include the Ancillary Vessels. 

As described above, under NSB’s proposed Option 3 additional vessels would be 
considered part of the OCS source subject to regulation by EPA. We ask that Shell and 
EPA utilize the top-down approach for applying BACT to these vessels. 

In doing so, the fact that equipment (including vessels) are leased by Shell cannot serve 
as adequate grounds for concluding that applying emissions controls would be 
economically infeasible. Both the CAA and EPA’s regulations apply to “owners or 
operators,"' ^ as well as “any equipment, activity, or facility.”’’^ Thus, it is not enough 
that the equipment is not owned by Shell since Shell is the operator. At the very least, 
Shell and EPA must disclose the costs to Shell of owning such equipment versus the 
costs of leasing it, what the savings are, and in light of all those figures whether it is 
economical to apply control technologies. 

Just as in the draft permit for the Chukchi operations, EPA has failed to apply BACT to 
the Discoverer's propulsion engine and several of the support vessels, including 
Icebreaker #2. We applaud EPA for taking steps to require additional pollution control 
that will further reduce emissions. But these increased control requirements still do not 
reflect EPA and Shell's legal obligations under the CAA to apply BACT analysis to all of 
the vessels that operate within 25 miles of the OCS source. Thus, EPA must apply BACT 
to all of Shell's sources, including ail ancillary vessels. 

EPA has determined that Icebreaker #2 is not "physically attached" to the Discoverer 
during the anchoring process, despite the fact that the two vessels are physically 
connected with an anchor line.'’'' To reach this conclusion, EPA relied on the common 
meaning of "attached" but ignored common sense in applying the definition to the facts, 
EPA cites The American Heritage Dictionary of the English Language, 4th ed., (2006) 
for the definition of "attached" which is "to fasten, secure or join" or "to connect as an 


42 U.S.C. § 7475 (emphasis added); 40 C.F.R, §§ 52.21(n), (o). 
42 U.S.C. § 7627{4)(C); 40 C.F.R. § 55.2. 

EPA Re-Proposed Stmt, of Basis at 24, FN 8, 
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adjunct or associated condition or part."'^^ EPA claims that the anchor line running 
between the vessels was not designed "to fasten ..." or "to connect ..." within the plain 
meaning. Regardless of the anchor line's design or intent, the anchor line in fact 
physically connects the vessels during the anchoring process. Because the vessels are 
physically connected. Icebreaker #2 falls within the plain meaning of "attached" and thus 
within the meaning of OCS source. Consequently, EPA must regulate Icebreaker #2 as 
an OCS .source. 

VII. Specific Comments on Permit Conditions, Compliance Demonstration, 

Monitoring and Reporting Measures. 

A. Source Testing. 

We strongly support EPA’s requirements to verify that emission limits can be met by 
stack testing each emission unit.’’* Stack test data are critical to verify if permit limits 
can be met. While the stack testing requirements in the proposed permit are not as 
comprehensive as the original proposed permit requirements for Shell’s Chukchi Sea 
PSD permit, the requirements are a substantial improvement over Shell’s 2007 permit 
and we applaud EPA’s more stringent emission verification approach. 

We do not agree, however, that the reduced stack testing requirements be based on an 
operating range representing the most frequently-used loads. Rather, if EPA proceeds 
with less frequent testing for certain engines we strongly urge EPA to ensure that 
established load ranges will reflect maximum emissions scenarios. This is especially 
important for source testing of PMi s emissions since compliance is demonstrated on a 
short-term averaging time. 

Shell’s September 17, 2009 comments to EPA on the proposed Chukchi permit at p.9, 
request that EPA remove the stack test requirements for the: MLC Compressor Engines, 
HPU Engines, Cranes, Cementing and Logging Units, the Boilers and Utility Generators, 
Shell proposed that EPA rely on generic, average emission factors for these units, without 
any stack testing. We fully support EPA’s decision to keep these critical stack testing 
requirements for Shell’s operations in the Chukchi and Beaufort Seas. We urge EPA to 
maintain the original, more comprehensive, testing requirements for a broader range of 
loads, as proposed in the original Chukchi permit, but support testing over a fewer 
number of load ratings over elimination of testing all together. We would like for EPA to 
assure that, if fewer tests are required, they be performed at loads that are most likely to 
result in maximum emissions, especially for source testing of PM 2 5 emissions. 


Id. 

See Proposed Permit Conditions: C.6 (Generator Engines), F.6 (Mt.C Compressor Engines), G.S (HPU 
Engines), H.7 (Deck Cranes), 1.7 (Cement Unit and Logging Winch), J.5 (Boilers), K.9 (Incinerator), L.4 
(Supply Ship), 0.10 (Icebreaker #1), P,12 (Icebreaker #2), and R,7 (Oil Spill Response Fleet). 
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Wc do not agree with Shell’s assertion that the impacts of these particular engines are 
small. The HPU engines, in particular, contribute almost one-quarter of the impact to 
maximum PM2.5 concentrations and 30% of the impact to maximum NO2 concentrations. 
This is the second largest contributor to both PM 2.5 and NO 2 impacts of all sources. The 
cementing units contribute over one-third of the impact to maximum NOo concentrations 
and the deck cranes contribute one-fifth of the impact. Ail told, these engines, combined, 
make up over 40% of the impact to maximum concentrations of PM 2,5 and over 85% of 
the impact to maximum concentrations of NO 2 .'™ Given that Shell’s exploration 
activities in the Beaufort Sea are projected to consume over 75% of the available PSD 
Class II increment for NO 2 , close to 70% of the 24-hour PM 10 Class II increment and 
83% of the 24-hour PM 2 .S NAAQS it is critical that the largest contributors to these 
pollutant concentrations be required to verify that they can meet permit limits using stack 
testing - specifically, the main drill rig engines, HPU engines, cementing units and 
boilers for PM|o and PM2 5 and the HPU units, cementing units and deck cranes forNOx. 

Shell describes testing for these units to be “difficult, expensive and time-consuming” but 
nothing in their supplemental materials describes a situation that is impossible, even for 
the deck crane units.'’"^ Considerations of cost and convenience are not sufficient to 
preclude source testing of these engines. In fact, most of Shell’s difficulties arise from 
testing during operation when, in fact, testing prior to operation is critical so that any 
needed modifications can be made to remedy failed tests. We support testing for all of 
these engines, including deck cranes, prior to operation and at loads reflective of 
maximum emission scenarios. 

We also do not support the removal of stack testing requirements for the icebreakers. 

In particular, we think it’s critical to include stack testing at 20% load for Icebreaker #1 
unless ERA will be adding a permit requirement limiting operation time of Icebreaker #1 
at 20% load. Icebreaker #2 is still required to perform source testing at four loads, 
including 20% load, and we see no reason why Icebreaker #1 should not be subject to the 
same testing requirements (see Permit Condition P.12.1). In fact. Shell indicates in its 
supplemental materials for the Chukchi permit that a 20% load often results in higher 
emission factors. Without more assurance that Shell does not operate its icebreakers at 
these lower loads EPA must assume the icebreakers could, in fact, operate at these loads 
and must include permit conditions to test at these higher emission rate levels. 

The proposed permit requires stack testing to be completed prior to each drilling season, 
but does not specify how far in advance the testing must be done, nor does the permit 


November 23, 2009 letter from Shell to EPA Re Shell Preconstruction PSD Permit Application, 
Chukchi Sea, Alaska - Supplemental Application Support Materials in Response to November 17, 2009 
Coordination and Consultation Meeting with Region 10 

September 19, 2009 letter from Shell to EPA Re Shell Gulf of Mexico Inc. comments on the August 
2009 Proposed Discoverer / Chukchi OCS/PSD Permit to Construct, Table 7-4. 

'”M. 191 at 10. 

Id 192 at 9. 
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include a remedy for failed tests. Proposed Permit condition B.20.9 requires all stack test 
results to be provided to EPA within 45 days of testing. But if stack testing only occurs a 
few days prior to the drilling .season, there will not be adequate time to analyze and 
remedy any test results that exceed the permit limits before drilling starts. With a 168 
operating day limit per drilling season, a quarter of the drilling season could pass before 
EPA even receives the test results. 

We request that EPA require all stack tests to be completed at least 180 days prior to each 
drilling season to ensure there is adequate time to analyze and remedy any test results that 
exceed permit limits. The permit must clearly state that any emission unit that fails to 
meet the permitted emission limit must not be operated until the unit is repaired or 
additional emission control is installed. Collecting test data, and merely reporting excess 
emissions if tests fail to meet permit limits, is not an acceptable solution, especially in the 
cases where the annual NO, and 24-hour PMaj compliance margins are very tight. A 
failed test, unresolved, could result in a NAAQS or increment exceedance. This is a very 
important point that was raised in our comments on the Chukchi permit; yet, EPA 
continues to not allow adequate time between testing and commencement of operations to 
address potential problems. 

EPA’s proposed permit included several conditions where one unit is tested to represent 
the emission performance of other like units (e.g. Condition C.6 that requires two of the 
Discoverer generator engines to be tested in the first year to represent the emissions of all 
six engines). In these ca.ses, the permit must clearly state that if the representative unit 
fails the stack test, all like emission units correspondingly are assumed to have failed. 
All like units must be repaired or additional emission controls must be installed to meet 
the limit. Alternatively, additional stack tests on the remaining units could be performed 
to verify individual unit compliance to isolate the problem unitfs). We recommend that 
EPA evaluate information on the unit year, model type and historical use to demonstrate 
that the equipment is of like equipment specification and has a similar operating history. 
EPA must demonstrate that the units are representative, or it must require each unit to be 
tested individually before the first drilling season. 

EPA does not require source tests for the Discoverer's main propulsion engines. We 
question whether the main propulsion engines would actually be completely shutdown 
when the Discoverer is operating as an OCS source.’*' If, under further examination, 
EPA determines the propulsion units will be operated under the Option selected by EPA 
for the OCS definition, source testing should be required. 

1. Load factors, testing and monitoring. 

Shell’s application includes a number of assumed operating loads. Emissions are a 
function of load. EPA’s proposed permit accepts these assumed loads and requires stack 
testing within the expected operating range (see, e.g.. Conditions C.6.2, F.6.2, G.8.2, 
etc.). The proposed permit ensures that calculated emission rates used for compliance 


See, supra at 12-1 5. 
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demonstration are based on the maximum emissions scenario for the range of loads 
tested, except for the boilers on the Discoverer. We request EPA revise the following 
permit condition to be more explicit regarding this point for the boilers. We request 
permit condition J.5.4 read: 

For each boiler, each load factor and each pollutant, the permittee shall 

determine emission factors in the following units: Ihs/MMBtu and Ihs/gallon. 

Condition J.6.5 then requires the use of the highest emission factor calculated in the 
corresponding section (revised above) and will ensure all loads are considered when 
making this calculation of highest emissions. 

We request that EPA include a recordkeeping requirement to track the operating loads 
during the first drilling season to verify actual operating load ranges. The permit should 
also include requirements for additional stack testing if actual operating practices include 
operating loads outside the currently assumed ranges. 

B. Fuel and Electrical Output Monitoring. 

We strongly support the compliance demonstration requirements for fuel monitoring in 
the proposed permit for the MLC compressor engines (FD 9-1 1), HPU engines (FD 12- 
13), deck cranes (FD 14-15), Cementing Units and Logging Winches (FD 16-20), Heat 
Boilers on the Discoverer (FD 21-22) and on the Icebreakers and for the Oil Spill 
Response fleet propulsion and non-propulsion engines (FD-N 1-4). We also support the 
requirement that fuel flow meters measure the fuel flow rate with an accuracy equal to or 
better (less) than two percent of the meter’s upper range value (see, e.g.. Condition 
F.7.1.3). 

Since the emissions inputs for the modeling analysis are based, in general, on multiplying 
the applicable emission factor by the associated operating factor (e.g., fuel usage rate) 
then the accuracy of this input is determined by the sum, in quadrature, of the fractional 
uncertainties associated with each factor.'*’ If, as is indicated in Shell’s September 17, 
2009 comments (p. II) on the its Chukchi permit, the uncertainty in the stack test data is 
upwards of 15%, then Shell must be able to demonstrate compliance with the NAAQS 
considering a margin of error no less than 15%.'*^ This would mean the predicted 24- 
hour PM 25 concentration would need to be le.ss than 29.8 pg/m'' when considering the 
applicable background concentration. In fact, the highest predicted 24-hour PM 2.5 
concentration from the permit modeling was 29.2 pg/m'* with a background concentration 
of 10 pg/m^.'*'' EPA must establish permit limits that, when considering the accuracy of 


The quadrature sum is the square root of the sum of the squares. 

The uncertainty in the calculated emission rate would be the square root of the sum of the squares of the 
fractional uncertainties, as follows: 

q = ((2%)" +(15%)-)''-= 15.1% 

EPA Stmt of Basis, Table 5-14. 
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the emission factor and operating data, demonstrate compliance with the NAAQS with a 
margin of error no less than the accuracy of the input data.'** 

EPA’s proposed permit allow's load monitoring to replace fuel monitoring for the 
Discoverer generator engines (FD 1-6) and for the internal combustion engines on its 
support icebreakers. Shell states load monitoring systems are already installed on these 
vessels, and are more accurate than fuel monitoring systems. While Shell has installed 
load monitoring capability on the currently contracted vessels, it has requested flexibility 
in Icebreaker #1 selection for future operating years, and, must explain how it will 
provide equivalent capability on future contract vessels. 

The use of load monitors in place of fuel monitors means compliance assurance also rests 
on the accuracy of the assumed generator efficiency. Shell’s supplemental materials 
claim that “typical generators convert over 90% of the energy coming from the engine 
into electrical load” and, further, that “any error in the assumed efficiency is likely to be 
on the order of 1-2%."'** Shell then provided five examples of generator efficiencies that 
reflect engine generator sets of the same sizes as those proposed for the Shell project and 
that ranged from 92%-96%. EPA based its electrical power output limits for these units 
on an assumed efficiency of 92%. EPA justified the use of the low end of the efficiency 
range due to “the apparent age of the Discoverer’s gensets and the lack of specific 
information regarding the efficiencies of the Discoverer’s gensets.”'*^ Because of this and 
because the specifics of Icebreaker #1, in particular, arc unspecified, we believe that an 
assumed generator efficiency of 90% would be more prudent. Without more specifics on 
the actual gensets used and because compliance with the PMa s NAAQS is just barely 
demonstrated when considering the accuracy of the input data, EPA must consider the 
most conservative approach to ensuring compliance. Alternatively, EPA could require a 
minimum generator efficiency (based on technical data for the actual gensets used) of 
92% and include a corresponding permit condition and compliance demonstration 
requirements to ensure this minimum efficiency. 

C. Relief well emissions. 

EPA’s proposed permit condition B.2.3 requires Shell to include any time spent drilling a 
relief well in the total 168 day operating period. We agree that the time needed to drill a 
relief well should be deducted from the total 168 day operating period. We also agree 
that relief well drilling emissions must be included in PTE calculation. 

Shell does not specify the time it will take to drill a relief well in the air permit 
application, but does conclude in its Beaufort Sea Oil Discharge Prevention and 


As determined by the sum, in quadrature, of the fractional uncertainties for each variable. 

November 23, 2009 letter from Shell to EPA Re Shell Preconstruction PSD Permit Application, 
Chukchi Sea, Alaska - Supplemental Application Support Materials in Response to November 1 7, 2009 
Coordination and Consultation Meeting with Region 10, p. 7 of 1 8. 

EPA Stmt of Basis at 46. 
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Contingency Plan (ODPCP) that a blowout can be controlled using the M/V Discoverer 
within a 34 day period.*** 

We request that EPA revise permit Condition B.2.3 to read: 

A 34 day period must be reserved out of the total 168 operating period to 
drill a relief well. All exploratory well drilling (planned wells and 
sidetracks) must be completed within 134 days, reserving at least a 34 day 
period to drill a relief well. Any time spent drilling a relief well shall be 
included in the time recorded in Conditions B.2.2.3 and B.2.2.4. If the 
relief well exceeds a 34 day period, excess emissions must he reported. 

If that time is not reserved, and a relief well is drilled increasing the drilling days beyond 
168 days (+34 days), an air quality violation is likely to occur. 

D. Sulfur content of diesel fuel. 

We commend Shell's actions to commit to the use of Ultra Low Sulfur Diesel Fuel 
(ULSD) for its DCS exploration activities in the Beaufort and Chukchi Seas north of the 
Bering Strait. The huge reductions in anticipated sulfur dioxide emissions that will result 
from this commitment is significant and will reduce not only localized emissions of SO 2 
but will reduce PM^ s pollution from the project, as well. Specifically, on December 9, 
2009 EPA received notice of the following: 

“Shell hereby commits to using only ultra-low-sulfur diesel (15 ppm) in any 
engine on the Discoverer (including its propulsion engines) and in any engine on 
any vessel in the associated fleet when operating North of the Bering Strait.”'*^ 

EPA’s proposed permit, however, does not include a requirement to use ULSD fuel in the 
propulsion engines of the Discoverer, as committed to by Shell. 

EPA’s proposed permit condition B.4 requires ultra-low sulfur fuel (15 ppm sulfur) on all 
emission units except the main propulsion engines (Unit FD-7). We request that the main 
propulsion engines be required to use ultra-low sulfur fuel (15 ppm sulfur) in accordance 
with Shell’s December 9, 2009 commitment and with EPA’s June 6, 2006 Final Rule: 
Control of Air Pollution from Motor Vehicles and Nonroad Diesel Engines: Alternative 
Low-Sulfur Diesel Fuel Transition Program for Alaska.'** 


'** Shell Chukchi Sea ODPCP at 1-23, 4-7 (available at: 

http://www.mms,gov/alaska/ref/ProjectHistory/2009_Chukchi_Shell/2009_0623_Shell_cplan,pdf ) 
(Attachment 13). 

December 9, 2009 letter from Shell to EPA Re Shell Gulf of Mexico Inc. Supplement to Application for 
Discoverer/Chukchi OCS/PSD Permit 

™ 71 Fed. Reg, 32450-32464 (June 6, 2006). 
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FPA’s proposed permit condition B.4 requires testing to verify the ultra-low sulfur fuel 
(15 ppm sulfur) limit is met; however, EPA’s proposed permit condition B,4.3 appears to 
allow Shell to bum fuel that exceeds the 15 ppm limit as long as any exceedance is 
reported to EPA. We request that proposed permit condition B.4. 3 be revised to clarify 
that fuel that does not meet the 1 5 ppm standard cannot be used, and must be returned to 
the supplier. We do not find it acceptable to merely test the fuel sulfur content, and 
report any exceedances as a BACT approach. We request that EPA enforce its 
requirement to limit all actual fuel use to 15 ppm sulfur. Fuel that does not meet that 
standard should be returned to the supplier. 

Condition B,4 should be revised to read: 

The permittee shall not combust any liquid fuel with sulfur content greater than 
0.0015 percent by weight, as determined by Condition B.4.1, in any emission unit 
on the Discoverer (including its propulsion engines). 

Conditions B.4.3 and B.5,3 should be revised to read: 

Fuel tests must verify the fuel sulfur content is ISppm or less for that fuel to be 
used. Fuel exceeding ISppm fuel sulfur must be returned to the supplier, unused. 

EPA’s June 6, 2006 Final Rule; “Control of Air Pollution from Motor Vehicles and 
Nonroad Diesel Engines: Alternative Low-Sulfur Diesel Fuel Transition Program for 
Alaska”'^' requires marine vessels to comply with a 15 ppm fuel sulfur standard on June 
1, 2010. Shell’s proposed 2010 operations, therefore, need to comply with this 
standard.'^^ The final rule states: 

Beginning June 1, 2010, diesel fuel used in these applications must meet a 
1 5 ppm (maximum) sulfur content standard. 

In 2010, highway and nonroad fuel in rural Alaska will be required to 
meet the 15 ppm sulfur standard, providing the full environmental benefits 
of these programs to rural Alaska as well. 

The permanent exemption from the 500 ppm sulfur standard of 40 CFR 
80.29 for rural Alaska terminates on the implementation date of the new 
1 5 ppm sulfur standard in 2006. 

On September 14, 2003, Alaska ... requested that the 15 ppm standard 
applicable to locomotive and marine diesel fuel produced in, imported 
into, and distributed or used within rural Alaska be moved up to June 
2010, from the June 2012 date in the final nationwide NRLM rule. 


71 Fed. Reg. 32450-32464 (June 6, 2006), 

EPA, Regulatory Announcement http://www,epa.gov/otaq/regs/fuels/diesel/420fl)6040.htm (Attachment 
20 ). 
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This rule specifies one exception to the nationwide NRLM standards and 
implementation deadlines in effect for diesel fuel produced in, imported 
into, and distributed or used within rural Alaska, beginning June 1, 2010. 

This exception is that locomotive and marine diesel fuel will also he 
required to meet the IS ppm sulfur content standard on June 1, 2010 
rather than in 2012. 

This rule further specifies that the 15 ppm sulfur standard applicable to 
locomotive and marine fuel (LM) be moved forward to 2010 to be 
implemented at the same time as the 15 ppm sulfur standard for nonroad 
(NR) diesel fuel. In this way there will only be one grade of NRLM'**^ 
diesel fuel in the rural areas in 2010 and 2011 instead of two separate 
grades (i.e. 15 ppm and 500 ppm). The implementation dates for the 
NRLM diesel fuel sulfur standards are shown in Table ll.B-1 . [Table Il.B- 
I shows refiners and importers of fuel must meet the 15 ppm fuel sulfur 
standard on June 1, 2010.]'^'* 

E. Bow Washing, Anchor Setting and Retrieving and Resupply 
Requirements for the Icebreaker Vessels 

era’s proposed permit includes requirements for bow washing for Icebreaker #2 in 
Permit Condition P.9. Specifically, the permit requires Shell to record the date, hour and 
minute that Icebreaker #2 begins and ends its bow washing operations. The permit should 
limit the bow washing operations to an hour since this was the basis for the modeling 
analysis and EPA makes it clear in the Statement of Basis that this is a maximum 
timeframe needed for bow washing activities.'’^ Similarly, EPA must also include a 
permit requirement limiting the total travel and idle time during icebreaker #1 resupply to 
two hours and during anchor handler (icebreaker #2) resupply to one hour.”^ 

During anchor setting and retrieval, EPA states that “[d]rilling is not expected to occur 
during this process, so several of the Discoverer’s emission sources are not modeled, and 
the anchor handler’s main engines are assumed to be at 20% load.” If EPA is basing its 
modeling demonstration on certain Discoverer emission sources not operating during 
anchor handling and retrieval and is assuming the icebreaker #2’s main engines are 
operating at 20% load then EPA must include enforceable permit conditions prohibiting 
operation of those sources and limiting operating loads to ensure that what was modeled 
represents actual operations. 

F. Tanker Requirements 


Nonroad, Locomotive and Marine (NRLM). 

71 Fed. Reg. 32450-32464 (June 6, 2006) (emphasis added). 
EPA StmtofBasisatSS. 

EPA Stmt of Basis at 1 1 8. 
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EPA’s proposed permit does not include any specific requirements for the tanker that will 
accompany the drilling fleet. According to the Statement of Basis, “[a] tanker is expected 
to accompany the drilling fleet at the distance of at least 25 miles from the Discoverer. It 
will not be approached the Discoverer. The tanker will be either the Affinity of a similar 
vessel. The 228-meter Affinity uses Distillate Marine C oil, similar to No. 4 oil.”'*’ EPA 
completed a modeling analysis of the tanker’s impacts based on the above assumptions 
for the vessel. EPA must include a provision in the permit prohibiting the tanker from 
operating within 25 miles of the Discoverer and must also specify the Affinity or a vessel 
that would have a similar impact to the Affinity and fuel requirements for the vessel that 
would ensure compliance with all NAAQS and increment standards. 

G. COA Regulation for Ice Fog Standards 

EPA must address the Corresponding Onshore Area ice fog standards in 1 8 AAC 50.080 
and in Appendix A of 50 CFR 55. All fuel-burning and incinerator emission units on the 
Discoverer and the associated support fleet in an area of potential ice fog must be 
required to obtain a permit and reduce water emissions. EPA must include an analysis of 
this COA regulation as it applies in the Inner OCS and include the needed permit 
conditions in the final permit. 

H. Prohibited activities. 

Proposed Permit condition B.21 prohibits flowing test wells, flaring gas and storing 
liquid hydrocarbons. This condition should also prohibit venting formation gas unless 
those emissions are accounted for in the permit and BACT is applied. EPA must clearly 
prohibit gas venting or properly account for it. 


I. EPA’s proposed OCS/PSD permit must include requirements to make 
enforceable Shell’s statements regarding the exploratory drilling 
program that were made in its permit application. 

EPA’s proposed permit for Shell's exploration activities in the Beaufort Sea includes 
important provisions to ensure that the permitted sources cannot be modified from the 
source parameters that were reflected in Shell’s complete PSD permit application. EPA’s 
proposed permit specifies the date of the PSD permit application, descriptions of the 
proposed sources that include the individual make and model, as well as the rated 
capacity. We strongly support the inclusion of these provisions and references to the 
representations made in the permit application in order to ensure that Shell cannot change 
its operation in ways that could change air pollutant dispersion or alter BACT analyses 
without limitation. As an added measure, we suggest that EPA include a provision in the 
permit stating that operation of the permitted sources must be in accord with the 
information provided in the PSD permit application submitted by Shell Offshore Inc. on 
January 18, 2010 and supplemented with the specific submittals identified in the official 


EPA Stmt of Basis alt 22. 
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administrative record for the proposed permit action. 

EPA must make it clear in the permit that if the required source tests show Shell’s 
emission estimates are not in accordance with permit limits then the appropriate emission 
control must be installed prior to the next season. EPA would also, then, need to revise 
the ambient air modeling to ensure NAAQS and increment compliance. 

Further, EPA must require notification of any deviations from the information included in 
the permit application materials, and must make clear that any significant deviation from 
the representations made by Shell in its PSD permit application may be grounds for 
suspension or revocation of the permit. These types of permit provisions are commonly 
required in PSD permits, and provide a necessary assurance to the public and tribal, state 
and federal regulatory agencies that operation of significantly different sources, or 
significant modifications of the proposed sources, cannot occur without further 
evaluation. 

VIII. Comments on the Ambient Air Quality Analysis and Supporting Data. 

A. Ice management and anchor handling fleet. 

EPA’s proposed permit specifies the Tor Viking or Hull 247 as the anchor handler 
(Icebreaker #2) but allows for the use of a generic ice management vessel (Icebreaker 
#1). Under the proposed permit conditions. Shell can use generic parameters for capacity 
(see, e.g., Conditions 0.1.1 through 0.1.4), emission rates (Conditions 0.1.5 and 0.1.6) 
and limits for volume source release heights (e.g.. Condition 0.9). We are not convinced 
that merely capping the capacities of various vessel parameters, requiring the vessels 
meet certain emission rates for PM 2 5 , PM 10 and NOx and requiring a minimum volume 
source release height is enough to ensure that the use of different vessels will be able to 
ensure compliance with NAAQS. We continue to prefer that EPA require specific Ice 
Management vessels and establish permit limits and associated modeling requirements 
based on the use of those specific vessels. We strongly support the specific permit limits 
and modeling for the anchor handler (Icebreaker #2). 

We support EPA’s position that specific permit limits and associate compliance 
demonstration requirements are needed for the anchor handler in order to ensure that the 
vessel’s emissions are, in fact, properly represented by AP-42 emission factors. This is 
particularly important given that there are no stack test data available for PM emissions 
from these, or similar, engines.’^* If EPA will be allowing the use of the much-lower AP- 
42 emission factors for the anchor handler then it must include associated emission limits 
in the final permit. 


See November 23, 2009 Shell Preconstruction Permit Application for Frontier Discoverer Drillship in 
Chukchi Sea, Alaska, beyond the 25-mile Alaska Seaward Boundary: Supplemental Application Support 
Materials Responding to RIO Pat Nair’s Email and Discussion on November 17, 2009 in Seattle, 
Washington, p. 3 of 18. 
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The proposed permit requires stack testing of the support vessels to be completed prior to 
each drilling season (see, e.g.. Conditions 0.10 and P.12), but does not specify how far in 
advance the testing must be done, nor does the permit include a remedy for failed tests. 

Permit condition B.20.9 requires all stack test results to be provided to EPA within 45 
days of testing. However, if stack testing only occurs a few days prior to the drilling 
season, there will not be adequate time to analyze and remedy any test results that exceed 
the permit limits before drilling starts. With a 168 operating day limit per drilling season, 
a quarter of the drilling season could pass before EPA even receives the test results. 
Permit conditions 0.1.7 and P.1.7 require Shell to notify EPA no later than 45 days prior 
to deployment to the Beaufort Sea of the ice management vessels selected. EPA requires 
30 days notice on the testing which would appear to result in testing occurring as little as 
15 days before the start of the drilling season. EPA must coordinate these timetables so 
that adequate time is allowed for to remedy any failed tests of the specified vessels 

We request that EPA require all stack tests to be completed at least 1 80 days prior to each 
drilling season to ensure there is adequate time to analyze and remedy any test results that 
exceed permit limits. The permit must clearly state that any emission unit that fails to 
meet the permitted emission limit must not be operated until the unit is repaired or 
additional emission control is installed. Collecting test data, and merely reporting excess 
emissions if tests fail to meet permit limits, is not an acceptable solution, especially in the 
cases where the annual NOx increment and 24-hour PM 25 NAAQS compliance margins 
are tight. A failed test, unresolved, could result in an air quality standard exceedance. 
EPA did not respond to this concern in the Chukchi permit, nor even evaluate optimized 
source test timing with Shell. 

We remain concerned that ice management activities may be underestimated in the 
proposed permit analysis. EPA has not specifically addressed this concern in the Camden 
Bay permit. This is important since the icebreaker activities represent a large portion of 
the overall emissions from the exploration activities. Specifically, the ice management 
vessels’ activity accounts for more than three quarters of the total annual PM 2,5 emissions 
(and over two thirds of the total annual NOx emissions) from Shell’s exploration drilling 
activities in the Beaufort Sea.'^^ The ice management vessels’ emissions are dependent 
on ice conditions; heavier ice conditions result in heavier engine load factors and higher 
emissions. The Proposed Statement of Basis (p. 54) indicates that, “[bjased on statistics 
on ice at the Sivulliq drill site in the Beaufort Sea, Shell estimates that ice breaking 
capability in its lease holdings in Lease Area lease sales 195 (March 2005) and 202 
(April 2007) in the Beaufort Sea would only be required 38 percent of the time.” 

Assuming this is the same data used for the Exploration Plan, this estimate is based on 
2003-2005 data.^°° The reference for this statement is a recent (2009) conversation 
between Air Sciences, Inc. and the “Arctic Wells Advisor” for Shell International 


Shell Outer Continental Shelf Pre-Construction Air Permit Application Frontier Discoverer Beaufort 
Sea Exploration Drilling Program, January 2010, Table 2-2, p. 15. 

™ Shell Beaufort Sea EP EIA Appendix H at 206 
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Exploration and Production, Inc. Based on these data and this reference, it was assumed 
that there would be a 38% frequency of ice within 30 miles of the drillship. However, in 
its revised application to the US Coast Guard for safety zone designation. Shell 
characterized the ice conditions more recently than 2003-2005 as follows: 

Ice conditions during 2006 were such that the areas of drilling interest 

were ice covered the majority of the period between July and October. If 

ice conditions are similar during 2007, then each drill rig will be 

constantly ice managed within its anchor array.’®' 

This indicates that there is a strong possibility that the 38% frequency of ice may grossly 
underestimate emissions from the icebreaker vessels. EPA must secure an unbiased 
source of data for this important assumption - something other than an estimate from 
Shell of ice conditions. If the operator’s estimate is based on a scientific analysis of ice 
flow data from 2003-2005 then that analysis should be made available and more recent 
data, if possible, should be incorporated into the analysis. The icebreaker vessels’ 
emissions must be modeled to account for the maximum potential operation scenario 
under maximum ice conditions for the relevant time of year, 

B. Oil spill response. 

EPA does not address the potential air impacts from sources associated with potential oil 
spills in this permit. There are emissions estimates for oil spill response vessels in the 
inventory to account for emissions from these vessels associated with training and drills 
but EPA does not directly address the potential ambient air quality impacts from the 
pollutants that will occur in the event of an oil spill. The details of an oil spill response 
and ensuing emissions are known and therefore we ask that EPA consider these potential 
emissions along with Shell’s potential to emit. EPA should complete a full evaluation of 
the potential air quality impacts from an oil spill scenario, including VOC and HAP 
emissions from evaporation, PM 25 and PM 10 emissions from in-situ burning during 
cleanup operations and combustion emissions (NOx and PM) from vessels during the 
response. Alternatively, EPA should clarify the applicability of USCG and ADEC 
guidelines and rules to Shell’s operations {e.g., related to spill scenarios for in-situ 
burning, etc.) and how these will ensure protection of human health in the event of an oil 
spill. 

If EPA will not be addressing an emergency oil spill response event directly in this 
permit then it needs to address how attainment of the NAAQS will be assured for both 
the Inner OCS and Outer OCS baseline areas, in general. The CAA Section 110 
requirements for States to prepare State Implementation Plans (SlPs) that detail 
provisions for attainment and maintenance of the NAAQS in the Air Quality Control 
Regions (AQCR) under its jurisdiction apply to the Inner OCS portion of the AQCR 


Letter from Susan Childs, Regulatory Affairs Coordinator -Alaska, Shell Offshore Inc, to United States 
Coast Guard, District 1 7 at 2 (May 30, 2007), regarding the establishment of safety zones for the Frontier 
Discoverer drill ship and the semi-submersible drill unit Kulluk in the Beaufort Sea, Alaska. 
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where Shell proposes to conduct its exploratory drilling program. EPA must clearly 
explain how it will be ensuring attainment of all NAAQS in the Outer OCS portion of the 
applicable AQCR in the absence of a SIP for this area. Specifically, EPA must address 
how the enforceable measures of a Federal Implementation Plan may be needed in order 
to establish contingency plans for air pollution emergencies, such as may occur during an 
oil spill. 


C. Hazardous Air Pollutants (HAPS). 

The proposed permit is based on total hazardous air pollutant emissions from the 
proposed exploration drilling program of 1.69 tons per year, as quantified in Shell’s 
permit application materials. Shell’s estimates are based on “requested limits and other 
limits assumed under the permit application and supporting materials submitted to EPA 
(Shell Beaufort Permit Application 01/18/10, Table 2-2).”^®' 

The emissions calculations included in Shell’s application materials show HAP estimates 
for units FD-1 through FD-23, the ice management fleet and the OSR fleet. There are no 
HAP emissions estimates for the fuel tanks (FD-24 through FD-30), the drilling mud 
system (FD-32) and the shallow gas diverter system (FD-33).^®^ We are concerned that 
this application does not include comprehensive estimates for individual HAPs as well as 
an assessment of total HAP emissions from all sources combined. We reviewed all the 
work materials EPA provided supporting the proposed permit, and there is no indication 
that EPA completed a technical review of the HAPS inventory. EPA’s inventory in 
Appendix A of the Statement of Basis includes only criteria air pollutants (i.e., no HAP 
emissions estimates). EPA relies on Shell’s application estimate of 1.69 tons of HAPS, 
and as explained above, this number is underestimated because it uses non-standard 
industry and MMS venting factors. We request that EPA complete a thorough technical 
review of the HAPs inventory to ensure it has been properly computed, and as noted 
above, if EPA is concerned about the use of MMS venting factors, we recommend source 
testing to verify VOC/HAP emissions from these operations during the first season of 
operation to improve emission estimates. 

D. Background concentrations 

1. Use of Maximum Monitored Concentrations as Representative 
of Background Concentrations 

EPA and Shell are relying on data collected at several different monitoring stations across 
the North Slope as representative of background concentrations for the Shell exploratory 
drilling program in the Beaufort Sea. Table 5-10 of the Statement of Basis summarizes 
maximum measured concentrations of PMio, NO 2 , CO and SO 2 at eight different 
monitoring sites. The background concentrations used in EPA’s ambient impact analysis. 


EPA Stmt of Basis at 30. 

See Shell Outer Continental Shelf Pre-Construction Air Permit Application Frontier Discoverer Beaufort 
Sea Exploration Drilling Program, January 2010, Table 2-2, p. 15. 
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as reported in Table 5-1 1 Background Estimates for NAAQS Analysis, do not reflect the 
maximum concentrations monitored and reported in Table 5-10. For example, EPA chose 
to use a 24-hour average PMio background concentration of 55.1 pg/m^ from the BPXA 
Prudhoe Bay monitor even though two other monitors listed in Table 5-10 measured 
higher concentrations - one of which measured a concentration two times higher (114 
pg/m^). EPA must explain why neither of these two higher concentrations were used as 
the representative background concentration for PM|o. Similarly, EPA used the annual 
NO 2 background concentration of 1 1 .3 pg/m^ concentration measured at the BPXA 
Liberty monitor even though two other monitors measured higher concentrations of NO 2 
- one by as much as 75%. EPA must explain why it did not use the 19.7 pg/m^ 
concentration measured at the BPXA Prudhoe Bay station as representative of annual 
NO 2 concentrations. 

We urge EPA to use the highest monitored concentration for each pollutant and for each 
averaging time (i.e., pollutant concentrations need not be from the same monitor for both 
short-term and long-term averaging times). The NAAQS were set to protect the public 
and the environment from the adverse effects from air pollution. Thus, in detennining 
whether these air quality standards might be exceeded as a result of Shell’s proposed 
exploration drilling program, EPA must use background concentrations that are truly 
representative of the maximum concentrations that are currently occurring. Only by using 
a background concentration that is representative of the maximum concentration for the 
area will EPA be achieving the most protective outcome. Using a concentration that is 
lower than monitored levels in the area leaves open the possibility that EPA’s analysis 
could under-estimate the impacts on human health that will result from Shell’s emissions 
on top of all other air emissions sources in the region. Using a lower background 
concentration than what has been observed elsewhere, nearby, in the area simply ignores 
the real fact that higher levels of background pollutant concentrations can occur. As an 
example, use of the maximum pollutant concentrations in Table 5-10 would result in 24- 
hour PMio impacts at 90% of the NAAQS (instead of 50% of the NAAQS as presented in 
Table 5-14 of the Statement of Basis). 

2. PM 2.5 Background Concentrations 

We are very concerned with the limited amount of data used as the basis for the 
background PM 2 j concentrations. The Badami station began collecting PM 25 data on 
August 20, 2009.^®’* EPA is accepting data collected through December 15, 2009 from the 
Badami station in fulfillment of the preconstruction monitoring requirement of 40 CFR § 
52.2 1 (m). EPA justifies the use of these data as representative of background 
concentrations for Shell’s exploratory drilling program in the proposed permit, as 
follows: 

The available PM2 5 data from Badami covers a roughly four month period 
which is within Shell’s 168-day drilling season between July 1 and 
December 31. We expect to receive PM’.sdata from Badami for the period 
December 15 through December 31, 2009, during the public comment 


“EPA Stmt ofBasisat 111. 
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period for this permit, after which the data set is expected to meet the four- 
month requirement for acceptability under 40 C.F.R. 52.2i(m)(l)(iv). PIVI 2.5 
data from July 1 to August 1 5, 2009, is not available at Badami, so the data 
will not cover the entire drilling season. It is expected that local 
contributions of PMioand PMj.sfrom blowing dust would be highest in the 
summer months, while contributions from local fuel-burning heating units 
would be higher in the fall and winter months. No information is available 
on the seasonality of any particulate matter transported from overseas. EPA 
expects that actual background levels of pollution several miles offshore in 
the vicinity of Shell’s planned exploratory drilling operations are likely to 
be lower than the levels recorded onshore, where monitors are affected by 
local industrial and residential sources.^®^ 

EPA’s regulations require at least one year of pre-construction monitoring data unless 
“the Administrator determines that a complete and adequate analysis can be 
accomplished with monitoring data gathered over a period shorter than one year (but not 
to be less than four months).”^®* It is questionable that even the bare-minimum requisite 
four months of PM 2,5 data have been obtained. Clearly EPA has based this proposed 
permit on a data set tliat does not meet the minimum requirements for pre-construction 
monitoring in 40 CFR 52.21 . EPA has not reviewed a complete and validated four month 
record of data from the Badami site (EPA only has valid data from August 20 - December 
15, which is not a complete four month period). On top of that, there are a full 14 days, 
or two full weeks, of invalid data in the August 15 - December 15, 2009 dataset. This 
includes eight consecutive days of invalid data collection in October 2009, which is the 
same month during which the maximum concentration was recorded. This seriously calls 
into question the completeness of this record. 

We strongly believe Shell should be required to collect a full year worth of pre- 
construction monitoring data prior to beginning exploration activities. The fact that 
EPA’s proposed (and re-proposed) permits for Shell’s exploratory drilling programs in 
the Beaufort and Chukchi Seas both include requirements for post-construction 
monitoring of PM 2 5 (e.g., Condition S.l of the proposed Beaufort Sea permit) undercuts 
the Agency’s argument that sufficient pre-construction monitoring data exist. This same 
issue was raised to Shell as far back as 2007^^^ when we requested additional site-specific 
monitoring data to be collected for their proposed exploratory drilling program; Shell has 
had adequate time to collect the data. There should be no short cuts for failing to collect 
an adequate amount of pre-construction monitoring data and Shell should be held to the 
same regulatory standards as all other applicants. Nevertheless, if EPA will be accepting 
less than twelve months worth of pre-construction monitoring data for PMi s, we urge 
EPA to consider the fact that the background concentrations are based on a much more 


EPA Stmt of Basis at 1 1 1 . 

™40 CFR § 52.2 l{mXl)(iv). 

Letter from Johnny Aiken, North Slope Borough, to Natasha Greaves and Dan Meyer, EPA Region 1 0 
(May 11, 2007) (Attachment 21). 
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limited data set than optimal and, therefore, must pursue conservative assumptions in 
defining background concentrations. 

Recall, for example, what has happened with the data set used for Shell’s Chukchi Sea 
permit. With each subsequent data report from the Wainwright monitor, higher monitored 
concentrations of PM 2,5 were recorded. The original proposed permit for the Chukchi Sea 
used a background concentration of 8 pg/m^. Shell then submitted monitoring data 
collected at the Wainwright monitoring station through July 31, 2009 to ERA (on 
September 17, 2009) which included higher recorded values than the previous record. 
Specifically, 24-hour average PM 25 concentrations collected in July included no less than 
eight days where the maximum recorded 24-hour average concentration was equal to or 
greater than the background concentration of 8 pg/m^ used in EPA’s and Shell’s ambient 
air impact analysis. The highest 24-hour average concentration from July of 14 pg/m^ 
was 75% higher than the background concentration used in the original proposed permit 
analysis. Use of any of the top three supplemental monitored concentrations as 
representative background concentrations in EPA’s ambient air analysis would have 
resulted in modeled violations of the 24-hour PM 2.5 NAAQS."®* Shell subsequently 
revised its operating scenarios and submitted new modeling to EPA demonstrating 
compliance with the NAAQS based on a background concentration of 14 pg/my 
However, the 4'*' quarter monitoring report from Wainwright again showed higher 24- 
hour PM 2.5 concentrations - as high as 23 pg/m^. In the end, EPA’s re-proposed permit 
included a background concentration of 1 1 pg/m^ based on several factors, including an 
adaptation of the monitored data set to subtract out days with high winds, no precipitation 
and non-stabilized surfaces (i.e., no snow cover) in order to better represent “offshore” 
concentrations. After a close look at the data set, we supported adapting the data set to 
account for the fact that windblown dust is not a factor in offshore concentrations. We 
strongly urged EPA, however, not to go any lower than its proposed background 
concentration of 1 1 pg/m^ for offshore background concentrations of PMj.s. We told 
EPA, specifically, that because at least one 24-hour average concentration of 1 1 pg/m^ 
occurred on a day with no high-winds (see, e.g., Wainwright data collected on July 14, 
2009) it was imperative that EPA use, at least, this maximum monitored value as 
representative of background concentrations offshore. We again reminded EPA that this 
is particularly important since we do not support the use of a pre-construction monitoring 
period less than a year. 

EPA’s proposed permit for Shell’s exploration drilling in the Beaufort Sea uses a 24-hour 
average PM 2 .S background concentration of 10 pg/m^. First of all, EPA must explain why 
this concentration is protective given the fact that it is using a higher concentration as 


EPA Re-Proposed Stmt of Basis, Appendix B, Table 12a shows a max modeled 24-hour average 
concentration for PM, 5 of 25,7 pg/m’ (SOS #1). Considering the top three monitored concentrations at 
Wainwright, total predicted concentrations are as follows: 

25.7 pg'm’ + 14 pg/m’ = 39.7 pg/m^ (1 13% of 24-hour PM 25 NAAQS) 

25.7 pg/m’ + 13 pg/m’ = 38.7 pg/m’ (I I l%of24-hour PM.,, NAAQS) 

25.7 pg/m’ + 1 1 pg/m’ = 36.7 pg/m^ (105% of 24-hour PM,, NAAQS) 
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representative of offshore background PM 2 5 concentrations for the Chukchi Sea permit. 
This docs not appear to be the most prudent course considering the limited (and 
incomplete) data set available to date for the Beaufort Sea. EPA’s compliance 
demonstration is already so incredibly tight that a change in the background 
concentration from 10 pg/m^ to 11 pg/m’ would mean that Shell would not be able to 
demonstrate compliance with the 24-hour PM 2 ,s NAAQS considering a margin of error 
based on the accuracies of the input data. Specifically, we commented earlier that if, as 
indicated, the uncertainty in the stack test data is upwards of 15%, then Shell must be 
able to demonstrate compliance with the NAAQS considering a margin of error no less 
than 15%. This would mean the predicted 24-hour PM 2 5 concentration would need to be 
less than 29.8 pg/m^ when considering the applicable background concentration. Using a 
background concentration of 1 1 pg/m^ results in a 24-hour PM 2.5 concentration of 30.2 
pg/m^, which means that - given the uncertainty in the input data - Shell cannot 
reasonably demonstrate compliance with the 24-hour PM 2 s NAAQS. 

Given the limited and incomplete PMa.s data set that is the basis for EPA’s compliance 
demonstration for the proposed permit, EPA must use the most conservative background 
concentration possible which, at a minimum, would be equal to the value used as 
representative of offshore sources for the Chukchi Sea permit. There is no reason why 
that value of 1 1 pg/nr’ would not be applicable in the Beaufort Sea as well. EPA must 
then revise emission limits, as needed, in order to demonstrate compliance with the 24- 
hour PM 25 NAAQS based on an appropriate margin of error that is based on the 
uncertainties in the emissions data. 

Due to the limited data record for PM2.5, we also strongly support the use of actual 
maximum monitored PM2.5 concentrations at representative onshore locations as 
representative of background concentrations when determining compliance with NAAQS 
onshore. For example, there appear to be localized PM25 monitoring data recently 
collected in the community of Nuiqsut.^®’ These data should be used as appropriate 
background concentrations when determining PM2 5 impacts at this location. 

3. Collocated Sampling Requirements 

When EPA proposed the original Chukchi Sea permit Shell did not operate a collocated 
PM2 5 sampler. We commented that: 

For PSD monitoring, EPA should require collocation at least at one site in the 
network^'® operating one-in-six days for a sampler operating on a one-in-three 
day schedule, or one-in-three days for a sampler running every day."' ' EPA must 
also require quarterly Performance Evaluation Program (PEP) audits of 100 


See “20090826_BS_ Hall email Re_ Fw_ North Slope Particulate.pdf’ included as part of the 
Administrative Record showing PM 2 5 concentrations collected in Nuiqsut July 21 - August 23, 2009. 

™ 40 C.F.R. § 58 Appendix A §3.2.5.5. 

Id § 58 Appendix A §3.2.5.7. 
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percent of the network every quarter.^ Since PSD monitoring sites operate for 
such a short relative period, it is extremely important to have tight Quality 
Assurance controls. These requirements should be spelled out in the Quality 
Assurance Project Plan (QAPP) written by the monitoring organization and 
approved by the overseeing entity (in this case, the Region). EPA must clearly 
identify the expectations for how the data being gathered will be used, and what is 
allowable for the precision and bias values in order to be able to apply the data 
with a reasonable level of confidence. 

Given the fact that both the Wainwright and Badami PSD monitoring sites have been 
collecting data for less than a year, it is extremely important to have a good measure of 
the precision and bias of the monitoring network to ensure that the monitoring that is 
done has tight Quality Assurance controls. There is no reference to a collocated sampler 
or to the requirement for Shell to operate a collocated sampler in the Beaufort Sea permit 
or statement of basis. Supplemental materials included in the administrative record 
discuss the installation of a collocated sampler at Deadhorse but the details of the Quality 
Assurance Project Plan (QAPP), as they pertain to our original comments for the Chukchi 
Sea permit on the need for a collocated sampler, quarterly PEP audits, tight precision and 
bias goals, etc, are not addressed. A review of the QAPP for the Deadhorse monitoring 
location indicates that, in fact, there will be a collocated PM 25 sampler to evaluate 
precision and bias in CPAl-Shell’s PM 2 5 network. 

According to the PSD requirement for collocated monitors, 40 CFR Appendix A Section 
3.2.5. 5 states that, for collocated monitors, "fa] site with the predicted highest 24-hour 
pollutant concentration must be selected." EPA should discuss how this requirement is 
met, either through monitoring or modeling. The QAPP (p. 13 of 64) only mentions that 
“[a] station located in Deadhorse likely will have the highest concentrations in the 
network” but there is no concrete information in support of this claim. This requirement 
will help ensure the use of a collocated sampler that is best able to measure precision and 
bias for the network. Further, according to the project schedule, the first quarterly report 
for the collocated monitor is not due until 30 days after the end of the quarter. Since the 
collocated sampler was not operational until October 22, 2009 it appears that the report 
will not be available until mid-February. We would like assurance from EPA that the 
precision and bias goals established in the QAPP are being met. 

E. Ambient Air Boundary. 

Shell has applied for a safety exclusion zone for the Discoverer drill ship and the U.S. 
Coast Guard (IJSCG) has proposed approval of such a zone.^’^ According to the USCG 
proposal: 

“[t]he purpose of the temporary safety zone is to protect the DRILLSHIP from 


Id. § 58 Appendix A §3.2.7. 

Safety Zone; FRONTIER DISCOVERER, Outer Continental Shelf Drillship, Chukchi and Beaufort Sea, 
Alaska, 75 Fed. Reg. 803-807 {Jan. 6, 2010). 


54 



158 


vessels operating outside normal shipping channels and fairways. Placing a 
temporary safety zone around the DRILLSHIP will significantly reduce the threat 
of allisions, oil spills, and releases of natural gas, and thereby protect the safety of 
life, property, and the environment.”^’'* 

We would like to emphasize that nowhere in the proposal for the temporary exclusion 
zone docs it state an intent to change the location of the ambient air boundary for the 
purposes of demonstrating compliance with Clean Air Act requirements, including 
compliance with NAAQS and PSD increments. In fact, if has been our longstanding 
position that regardless of the need for an exclusionary safety zone (to minimize the 
potential threats to life, property and the environment from allisions, oil spills, etc.) Shell 
must continue to demonstrate compliance with all CAA requirements at the location of 
maximum concentration regardless of the safety zone boundary, EPA cannot ignore 
predicted concentrations just because they occur within a USCG designated safety zone. 

F. PSD Increment Applicability. 

We strongly support EPA’s position on the need for demonstrating compliance with PSD 
increments on the OCS. Specifically, we agree with EPA’s position, articulated in the 
statement of basis for the proposed permit (at p. 21) that OCS permitting rules applicable 
to sources further than 25 miles beyond a state’s seaward boundary apply in the same 
manner as the PSD requirements of 40 CFR 52.21 apply to onshore sources. Clearly this 
includes compliance with the PSD increments for Shell’s exploration activities in the 
Beaufort Sea. Further, we agree that the required air analysis is not limited to the impacts 
of offshore sources to onshore areas. Finally, we agree with EPA's interpretation that the 
minor source baseline dates of the corresponding onshore area (i.e., February 8, 1988 for 
NO 2 , November 13, 1978 for PM and June I, 1979 for SO 2 ) apply in the “Inner OCS” 
and, therefore, all increment-affecting sources must be considered when modeling 
increment consumption at receptor locations in the “Inner OCS”. Shell's opposition to 
EPA's interpretation of the minor source baseline dates is unwarranted. As EPA 
explained in its July 2, 2009 internal memorandum, the COA minor source baseline dates 
are applicable^'^ because the COA requirements apply to sources located within 25 miles 
from the State's seaward boundary.^'* These are important distinctions and we would 
like to clearly support EPA’s position as it moves forward with this and future OCS 
permitting actions. 

G. Regional Inventory 

We request that EPA verify that the regional source inventory used for the proposed 
permit includes: (1) all major and minor sources for which applications have been 


75 Fed. Reg. at 803 

■'* EPA, Internal Memorandum from David C, Bray to Rick Albright and Janis Hastings, RE: 
Implementing PSD Baseline Dates, Baseline Areas, and Baseline Concentrations on the Outer Continental 
Shelf in Alaska at 2 (July 2, 2009), 

-'‘40 C.F.R. § 55.3(b) 
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deemed complete even if a permit has not been issued by the State of Alaska; and ( 2 ) all 
fugitive and area sources in the region. 

H. Secondary PM2.5 formation. 

An important consideration in determining PM2,5 impacts, which is not accounted for in 
the modeling for the proposed permit, is the assessment of secondary PM2 5 formation in 
the atmosphere. In addition to primary PM2,s emissions (directly emitted from 
combustion point sources and from fugitive sources), emissions of NOx, VOCs, SO2 and 
ammonia can form, after being emitted into the atmosphere, into PM2.5 and this can 
potentially be a significant component of ambient PM2.5 concentrations.^” And while 
primary PM25 emissions are generally a localized ifisue, secondary PM^s emissions can 
be more regional in scale. Secondary PM2.5 formation could be especially important 
considering the fact that the modeling results presented in the Statement of Basis predict 
PM2 5 concentrations at 83 % of the 24 -hour NAAQS and are not within the appropriate 
margin of error when considering the issues with the background concentrations and the 
accuracy of the data inputs for the analysis.^'* This concern is compounded by the new 
PM2,5 increments, which further raise concerns that Shell may not be able to comply with 
applicable legal requirements. 

The fraction of PM2,5 concentrations in the ambient air that is due to the secondary 
formation of PM2,5 (e.g., sulfates and nitrates), as opposed to directly emitted [primary] 
PM2 5 (e.g., as a product of combustion) is dependent on many factors. However, the 
presence of strong temperature inversions that limit dispersion contribute to the formation 
of secondary PM2,s in the atmosphere and can increase secondary PM2.5 formation, PM2.5 
concentrations, therefore, can be due to gaseous pollutants that form fine particles after 
reacting with other compounds in the air during meteorological inversions and it is 
important for EPA to consider these PM2 s precursor sources (e.g., NOx from the diesel 
combustion sources associated with Shell’s exploration drilling program) in its OCS 
permitting. Because of the presence of strong temperature inversions on the North Slope, 
EPA should seriously consider the contribution from secondary PM2.5 to total PM2.5 
concentrations from the permitted sources on the OCS. 

EPA must address how it will account for secondary PM25 impacts from permitted 
sources such as Shell’s exploration activities. If it will not be directly addressing this 
issue in Shell’s final permit then EPA, at the very least, should give an indication of how 
it is working to be able to address this important component of PM? 5 in future pennitting 
actions. EPA’s Support Center for Regulatory Atmospheric Modeling (SCRAM) 
provides various resources for modeling the impacts of secondary PM2 5. For example, 
EPA’s recently-developed model based on the Community Multi-scale Air Quality 
(CMAQ) model in support of the development of the PM2,5 NAAQS has been shown to 


See Damberg, Policies for Addressing PM 2.5 Precursors (available at: 
littD://ww w.e Da.gov/ttnnaaqs/pm/prcse nt s/policies for Dm25 precurs o rs-rich damberg.pp ll (Attachment 
22 ). 

^'*EPA Stmt of Basis at Table 5-14. 
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“reproduce the results from an individual modeling simulation with little bias or error” 
and “provides a wide breadth of model outputs, which can be used to develop emissions 
control scenarios”."” The Comprehensive Air quality Model with extensions (CAMx) is 
another tool available to assess secondary PM^s formation, CAMx has source 
apportionment capabilities and can assess a wide variety of inert and chemically reactive 
pollutants, including inorganic and organic PMa.s and PM|o. The Regional Modeling 
System for Aerosols and Deposition (REMSAD) can also model concentrations of both 
inert and chemically reactive pollutants on a regional scale, “including those processes 
relevant to regional haze and particulate matter”.^^® These are just some examples of 
current models, identified by EPA, with the capability to assess secondary PM2 s impacts. 
With adequate testing (using existing regional monitoring data to ensure accuracy) these 
models could be used in the permitting context for larger sources. An alternative to these 
grid models would be for EPA to develop a screening point source model - like 
CALPUFF - to look at near-field PM2.5 primary and secondary impacts. 

There have been several oil and gas Environmental Impact Statements that have already 
used (or are using) CMAQ or CAMx to estimate PM2 5 concentrations. The Uinta Basin 
Air Quality Study in Utah and the Four Corners Air Quality Group Modeling Project in 
Colorado are examples of completed modeling studies of this type.^^' And both the 
Continental Divide and Hiawatha EISs in Wyoming are examples of projects using grid 
modeling to assess PM2.5 concentrations.^^^ 

We strongly encourage EPA to address - in the statement of basis for the final permit 
issued to Shell - how it will account for secondary PM2.5 formation from permitted 
sources in the region. The secondary PM2 5 component could be critical to understanding 
the best way to mitigate potential PM2 5 impacts, 

I. Impacts to regional Ozone. 

While we agree that emissions from one permit may not trigger the need for a 
comprehensive quantitative regional assessment of ozone, the fact that there are at least 
three OCS exploration projects being permitted in the region in the near future (e.g., 
Shell’s Chukchi and Beaufort Sea programs as well as ConocoPhillips’ proposed 
exploration in the Chukchi Sea which EPA has already received an application for) we 
strongly urge EPA to commit to a more comprehensive look at the cumulative impacts of 
these and other reasonably foreseeable sources on concentrations in the region. It is not 


See Technical Support Document for the Proposed PM NAAQS Rule (available at: 
htt 0 ://www.epa.aov/scramOOl/reports/pmnaaqs tsd rsm ail 021606.pdf ) (Attachment 23). 

See httD.7./remsad. saintl.com/ (Attachment 24). 

See Uinta Basin Air Quality Study (UBAQS)News Release at http://ipams.org/wp- 
content/uploads/2009/05/News-Release-UBAQS.pdf (Attachment 25): Four Corners Air Quality Task 
Force modeling info at http:.//www.nmcnv.state.nm.us/aab/4C/Modelinu.htmi (Attachment 26). 

See, Continental Divide EIS documents at 

http://ww\v.bim.gov7wv/st/en/info/NEPA/rfodocs/cd crcston.html and Hiawatha EIS documents at 
http;//www.bim.gov/wy/st/en/info.''NEPA/rsfodocs/hiawatha.html . 
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ok to wait until monitoring shows a problem. Regardless of the source of background 
concentrations in the area (i.e., whether from transcontinental transport or from local 
sources) EPA must be able to ensure the public that no source will contribute to ozone 
exceedances. As EPA continues to permit additional sources of NO* and VOC in the 
region, it must be able to determine the cumulative impacts of these sources on future 
ozone concentrations. 

Background concentrations of ozone, as EPA points out, are already as high as 50 ppb (8- 
hour average) on the North Slope. This background level is already two-thirds of the way 
to the 8-hour average standard of 75 ppb and over 80% of the way towards the lower 
range of EPA’s proposed revisions to the ozone standard. EPA is proposing to 
strengthen the 8-hour average ozone standard, designed to protect public health, to a level 
within the range of 60-70 ppb. EPA’s proposal is based on scientific information, 
including epidemiological and human clinical studies, showing effects in healthy adults at 
levels as low as 60 pph.^^** 

EPA’s proposed permit indicates that it “believes that emissions from Shell’s exploration 
operations will not cause or contribute to a violation of the NAAQS for ozone.” 
[Emphasis added] Statement of Basis at 126. However, EPA has yet to complete any 
analysis of the proposed impacts from exploratory drilling programs on the OCS on 
ozone concentrations in the region. EPA should more thoroughly address the potential 
regional ozone impacts from the permitting actions of large air pollution sources on the 
OCS as it continues to receive applications for exploration activities. This is especially 
important considering EPA’s proposed strengthening of the standard to better protect 
human health. 

Traditionally, elevated ozone levels are thought to be a summertime problem that plagues 
large urban areas. However, “recent events that have occurred in rural southwest 
Wyoming in wintertime demonstrate this is not always the case.”^^^ This raises a 
potential concern with respect to potential regional ozone formation on the North Slope 
of Alaska during the non-summer months. According to a recent study by the National 
Oceanic and Atmospheric Administration, ozone rapidly formed in southwest Wyoming 
“when three factors converged: ozone-forming chemicals from the natural gas field, a 
strong temperature inversion that trapped the chemicals close to the ground, and 
extensive snow cover, which provided enough reflected sunlight to jump-start the needed 
chemical reactions.” The North Slope of Alaska also exhibits these three factors 


’’’ 75 Fed. Reg. 2938, January 6. 2010 

EPA’s Proposed Revisions to National Standards for Ground-Level Ozone, January 6, 2010, Fact Sheet, 
available online at http://www.epa.gov/air/ozonepollution/pdfs/fs20100106std.pdf. (Attachment 27) 

WYDEQ Sublette County Air Quality Information Page , see e.g., 
http://deq.state.wv. u s/ out/downloads/PINF.DALE%20Aoril%2008%20'fown%20Meeting.t)df l (Attachment 
28); see also http://www.starvallevindependent.eom/2009/03/ttovernor-concerned-over-southwest- 
wvoming-ozone-levels/ . (Attachment 29). 

See NOAA’s press release (available at: 

hltD://www.noaanews.noaa.gov/stories2009/20090l 1 8 ozone-html l (Attachment 30); January 1 8, 2009 for 
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needed for ozone formation. First, industrial sources in the North Slope region have the 
potential to contribute tens of thousands of tons of NOx emissions (80,000 TPY) and 
several thousand tons of VOC emissions (2,500 TPY) to the area each year.^^^ These 
sources and Shell’s proposed OCS activities are all contained within an area similar in 
size to a representative regional ozone study domain (e.g., 400-500 km by 400-500 km). 
In comparison, the NOx inventory for the counties that include the Wyoming 
development field totals just over 60,000 TPY and VOC emissions total just over 10,000 
TPY 

Second, strong temperature inversions frequently occur in Alaska’s North Slope region. 
Finally, extensive snow cover is persistent in the region from as early as September 
through June.^’* The Chukchi and Beaufort Seas exploration activities will occur, at least 
in part, during this period. While there may not be available sunlight in the dead of 
winter there is certainly abundant sunlight in the fall and spring in conjunction with snow 
cover and strong temperature inversions. The fact that the pollution sources and 
photochemical mechanisms for producing ozone are available and the possibility of 
elevated background concentrations from global transport of pollution is real means that 
EPA must more thoroughly investigate the effects of NOx and VOC sources from the 
proposed exploration activities on the OCS and from existing and reasonably foreseeable 
NOx and VOC sources in the region on ozone formation on the North Slope. 

Even though monitored levels of ozone in the region do not threaten compliance with the 
NAAQS, background concentrations as high as 50 ppb (based on daily average data from 
NOAA/GMD monitoring in Barrow^^®) have been observed. This level is equivalent to 
background concentrations currently observed in the active oil and gas development areas 
in the Uinta Basin in northeast Utah.^^' EPA has a regulatory obligation to ensure 


Schnell, R.C., et al. 2009. Rapid photochemical production of ozone at high concentrations in a rural site 
during winter. Nature Geoscience 1 -3 (January 1 8, 2009) (available at: 
httD://www. nature. coni/natureaeoscicnce ). 

See The North Slope Borough Region Emission Summary in Table 3.4. 5-8 of the Beaufort Sea and 
Chukchi Sea Planning Areas Oil and Gas Lease Sales 209, 212, 217, and 221 Draft Environmental Impact 
Statement, OCS EIS/EA MMS 2008-0055. Total permitted NOx emissions exceed 83,000 TPY and total 
permitted VOC emissions exceed 2,500 TPY (available at: 

httD:.Vwww.mms.uov/alaska/reiyElS%2QEA/ArcticMuitiSale 209/2008 0055 deis/voi4k5.Ddf ) 
(Attachment 31). 

Based on 2005 emissions data presented in meeting notes from Greater Yellowstone Area Clean Air 
Partnership Annual Meeting, Pocatello, ID, October 17-18, 2007 (available online at 
http:/.ywww.fs.fed.us/rl/gallatin/resources.Air/nvacap/docs/'GYACAP-Pocatello 2007 Meeting Notes. doc l 
(Attachment 32). 

See, e.g., the Barrow Snowmelt Date study performed by NOAA’s Earth System Research Lab 
(available at http://www.esrl.noaa.gov/gmd/grad/snomelt.html l (Attachment 33). 

See World Data Center for Greenhouse Gases (available at: httD://gaw.kishou.go.ip/cei- 
bin/wdcgg/accessdata.cei? in deX"BRW47INOO-NOAA&select=inventorv (Attachment 34). 

Background ozone concentrations in the Uinta Basin, Utah from recent (2008) EAs = 50 ppb (draft Big 
Pack EA UT-080-06-488, draft River Bend EA UT-080-07-772, draft Southam Canyon EA UT-080-08- 
342) (available at: http://www.bln 1 .g 0 v/ut/st/en/fo/vernal./Dlanning/nena .hlml l. 
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compliance with the NAAQS. Emissions will dilute as they transport away from their 
source of origin, but spreading of plumes is not always rapid and is highly dependent on 
the atmospheric stability at the time. Emissions from Shell’s activities could certainly 
contribute to ozone formation in the region under the right conditions, as described 
above. 

A study looking at future ozone concentrations in the Arctic from increased shipping 
traffic in the Arctic northern passages determined that ships’ combustion engines could 
increase ozone concentrations in the region by 2-3 times in the decades ahead (with 
predicted peak concentrations reaching more than 60 ppbv in July and August).^^’ 
According to the same study, “the photochemical lifetime of ozone [in the Arctic] is 
rather long, and its deposition velocity on ice and water is small.” Furthermore, “[i]n 
most regions of the troposphere, including the remote Arctic areas where background 
concentrations of pollutants arc particularly low, the formation rate of ozone is limited by 
the amount of nitrogen oxides that are present in the atmosphere.” Thus, it is conceivable 
that NOx (and VOC) emissions from Shell exploration activities in the Chukchi and 
Beaufort Seas could contribute to elevated ozone concentrations in the region, even 
during the summer months. 

We would like to see ERA require a more thorough evaluation of potential ozone impacts 
in the region from ongoing permitting activity on the OCS. Seeing as how monitored 
levels of ozone are already over 80% of the level at which ERA has concluded results in 
health impacts to adults, we are concerned that continued permitting of sources in the 
region without further analysis may result in adverse health impacts to the region. 

IX. Compliance with other Environmental Laws And Requirements is A 
Necessary Step Toward Protecting the Arctic and the Communities Who 
Depend Upon It. 

Prior to the issuance of any permit to Shell, there are several environmental laws that 
must be complied with. 

A. Compliance With The National Environmental Policy Act is Imperative 
To Authorizing Hydrocarbon Exploration. 

The National Environmental Policy Act (NEPA) is our Nation’s “basic national charter 
for protection of the environment.”'^^ NEPA declares a national policy “to enrich the 
understanding of the ecological systems and natural resources important to the 


Granier, C., U. Niemeier, S. H. Jungclaus, L. Emmons, P. Hess, J.-F. Lamarque, S. W'alters, and G. P. 
Brasseur (2006), Ozone pollution from future ship traffic in the Arctic northern passages, Geophys. Res. 
Lett. , S3, LI 3807, doi: 1 0. 1 029/2006GL0261 80 (available at: 
http://wvvw. agu.org/Dubs/crossref/2006/2()06G 1.0261 80. shimit (Attachment 3.5). 

™40 C.F.R. § t500.l(a). 
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Nation,”’^"* and makes it the “continuing responsibility” of all federal agencies to 
“preserve important historic, cultural, and natural aspects of our national heritage . . 

Shell’s PSD permit application is related to the company’s exploration plans in the 
Chukchi Sea. Shell is currently proposing exploratory operations in both the Chukchi 
and Beaufort Seas with related environmental impacts. We asked the Minerals 
Management Service (MMS) to analyze the impacts from these tw'o Exploration Plans 
together under the National Environmental Policy Act (NEPA). Unfortunately, this 
request w'as not honored. Shell’s air emissions received minimal consideration under 
NEPA because MMS deferred to the EPA’s air permitting process.^’* In addition, MMS 
failed to analyze the impacts from the generation of secondary air pollutants.^'^^ 

Acknowledging the hefty workload Region 10 already has, we ask that whenever 
possible EPA provide assistance to MMS in analyzing and reviewing the impacts to air 
and water resources from proposed off-shore drilling operations in the Arctic. It is 
critical that all the impacts of oil and gas exploration are analyzed under NEPA. 

B. EPA has not Complied with the Letter and the Spirit of Section 7 of the 
Endangered Species Act here. 

We appreciate EPA consulting informally with the FWS and NOAA under the 
Endangered Species Act. In light of the importance of Camden Bay as feeding and 
resting ground for bowhead whales and the whale’s strong olfactory senses, which will be 
affected by both Shell’s air and water emissions, we ask that EPA reinitiate section 7 
consultations to ensure bowhead whales will not be adversely affected by Shell’s 
proposed operations. Additionally, unless EPA re-dcflnes the scope of the final Permit to 
just encompass those well-sites for which Shell sought authorization for under OCSLA 
for its 2010 exploration program, then formal consultations are necessary to address the 


™ 42U.S.C. § 4321. 

“M, §433 1(b)(4). 

MMS, Environmental Assessment for Shell Offshore Inc. 2010 Outer Continental Shelf Lease 
Exploration Plan Camden Bay, Alaska at 18, 27-29, 63-65 (Oct. 2009) (available at: 
http://www.mms.gov/alaska/ref/EIS%20EA/mms2009_052_eat2009_1015_EA.pdf). Indeed, MMS 

explains that "By demonstrating compliance with the applicable NAAQS, AAAQS, and PSD increment 
standards at the edge of the Discoverer, in the immediate vicinity of its support vessels, and at the Beaufort 
Sea shoreline, the air quality impact analysis prepared for Shell’s EPA permit application shows that Shell 
would not have a significant adverse impact at the nearest villages along the Beaufort Sea coast, Nuiqsut 
and Kaktovik, Please refer to EA Section 3,4 on air quality for additional discussion..” Id at 63. 


40 C.F.R. § 52.2 1 (s) (“[w]henever any proposed source or modification is subject to action by a Federal 
Agency which might necessitate preparation of an environmental impact statement pursuant to the National 
Environmental Policy Act, review by the Administrator conducted pursuant to this section shall be 
coordinated with the broad environmental reviews under that Act and under section 309 of the Clean Air 
Acf’). 
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on-going impacts from Shell’s many years of operations in both the Beaufort and 
Chukchi Seas and their ramifications for marine life. 

Additionally, while we agree that MMS is the lead the agency for Section 7 consultations, 
as we are sure EPA is aware, MMS decided not to initiate the Section 7 consultation 
process to review Shell’s Exploration Plans, We are concerned that the isolated 
consultations on just the air emissions on these operations is insufficient to ensure against 
the jeopardy of listed species that may be affected by entirety of Shell’s proposed 
operations. For this reason, we encourage EPA to work with MMS, FWS, and NOAA in 
ensuring full compliance with Section 7 of the Endangered Species Act. 

C. EPA Must Conduct an Environmental Justice Analysis before Making a 
Decision on Shell’s Permit Application. 

Under Executive Order No. 12898, EPA must consider and address, when appropriate, 
“disproportionately high and adverse human health and environmental effects of [their] 
programs, policies, and activities on minority and low-income populations."'^’ When 
issuing PSD permits, the EAB has required that the permitting agencies provide details 
about the required environmental justice analysis.^*'® 

In the statement of basis for the draft permit, EPA recognizes that the Alaskan Natives, a 
minority population, make up a significantly large portion of the potentially impacted 
communities.^'" As previously discussed in section 111, Shell's operations will contribute 
to global warming effects that will harm the Arctic and threaten the livelihood of those 
native communities. 

We appreciate EPA’s efforts at meeting with affected North Slope communities and 
listening to their concerns regarding the proposed air and water permits in the Chukchi 
Sea. However, EPA’s continued reliance upon Shell's compliance with the NAAQS to 
determine that Shell's air emissions will not harm human health and welfare is 
insufficient here. 

Even though the NAAQS are supposed to protect human health with an adequate margin 
of safety, CAA § 109(b),^‘*^ the standards often do not. EPA has failed to update the 
NAAQS every five years as required, thus the NAAQS do not always reflect the current 
state of technological and scientific knowledge about criteria pollutants. Even when EPA 
revises the NAAQS, the agency does not always adopt the most protective standard 
recommended by the Clean Air Scientific Advisory Committee to protect human health 


™ See Exec. Order No. 12,898, Federal Actions To Address Environmental Justice in Minority Populations 
and Low-Income Populations, 59 Fed. Reg. 7,629, 7,632-33 (Feb. 1 1, 1994). 

See In re: Knauf Fiber Glass, PSD Permit No, 97-PO-06, 8 E.A.D. 121, 175 (1999) (remanding PSD 
permit to the permitting agency to include the environmental justice analysis in the record). 

EPA Chukchi Re-Proposed Stmt of Basis at 1 13. 

-"M2 U.S.C. § 7409(b), 
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and welfare. In fact, the U.S. House Committee on Oversight and Government Reform 
documented how political considerations trurnped health recommendations in the March 
2008 determination of the NAAQS for Ozone. 

Particulate matter provides a compelling example that the NAAQS are insufficient to 
protect public health. In the most recent revision of the NAAQS for PM, EPA 
documented the health problems associated with exposure to particulate matter, including 
chronic respiratory disease, asthma, lung cancer, and cardio-respiratory mortality.^'’'' 
EPA found that epidemiological studies revealed a linear relationship between health 
problems, notably cancer, and the ambient concentration of particulate matter. EPA 
could not determine a threshold for paniculate matter concentrations under which no 
human health effects would occur.^''^ This evidence suggests that any level of particulate 
pollution will have human effects, thus the PM NAAQS is not protective of human 
health. Due to the unreliability of the NAAQS, EPA cannot conclude that Shell's 
purported compliance with the NAAQS will protect the health and welfare of the native 
communities in the surrounding area. 

Additionally, EPA has found that there arc human health hazards associated with 
exposure to diesel exhaust. In the Health Assessment Document for Diesel Engine 
Exhaust, EPA explained that some of these health hazards include "acute exposure- 
related symptoms, chronic exposure related noncancer respiratory effects, and lung 
cancer."^ * Notably, EPA found that diesel engine exhaust is "likely to be carcinogenic to 
humans by inhalation" through environmental exposures.^'*^ EPA must consider whether 
or how these human health hazards will affect the native communities that are on-shore 
from Shell's operations. Thus, EPA must conduct an independent analysis to determine 
the impact of Shell's activities on the health and welfare of the native communities in the 
Chukchi Sea. 

X. The Need for Meaningful Public Involvement and Accuracy in Rendering 
Decisions on Shell’s PCS Permits. 


Throughout the permitting process. Shell has asked EPA to issue the OCS PSD permits 
as quickly as possible. The record abounds with examples of a rushed approach by the 
Shell toward the need for time to properly evaluate and issue the first set of major source 
OCS PSD permits. For example, in September 2009, Shell sent a letter to EPA to 


See Memo Re: Supplemental Information on the Ozone NAAQS, May 2008 (available at 
oversight. house.gov/documents/20080520094002. pdf) (Attachment 36). 

See EPA National Ambient Air Quality Standards for Particulate Matter; Final Rule. 71 Fed. Reg. 
61144,61154 (Oct. 17,2006). 

See EPA National Ambient Air Quality Standards for Particulate Matter; Proposed Rule, 71 Fed. Reg. 
2620, 2635. 

Health Assessment Document for Diesel Exhaust (available at 
http;//efpub.epa.gov/ncea/cfm/recordisplay.efm?deid=29060 at l-3(May 2002)) (Attachment 37). 

Id. at 1-4 and 1-5. 
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"reaffirm Shell's need to have both permits issued in final forni by RIO by at least the end 
of 2009."^'"* 

This approach is unwarranted because the delay in the permitting process is a result of 
applicant’s own actions. EPA informed Shell “[a]s early as April, 2008” that it needed to 
“start a preconstruction ambient air quality monitoring program for all criteria air 
pollutants consistent with the PSD regulation and guidance if they intended to propose 
projects in the Beaufort Sea OCS in the near future.”^"*’ Shell neglected to collect this 
data waiting instead for another company to set-up a monitoring station that generated 
data Shell is now utilizing in its permit applications. 

In response to an earlier letter from Shell asking EPA to expedite the permitting process, 
EPA explained to Shell Alaska's General Manager; 

1 must reiterate that the delay in receiving updated emissions information 
in turn delayed our ability to work on drafting the permit and support 
documents. . . Shell has still been slow to provide other information, such 
as the Wainwright monitoring data and the requests for Letters of 
Authorization (LOA's) . . . [tjhe lateness of some of this information is 
making it extremely difficult for us to meet our target of putting a draft 
permit out for public notice by mid-August.^*° 

Most recently, Shell has requested that EPA finalize the Chukchi permit "within 10 days 
of the close of the comment period" and expedite the Beaufort permitting process.^^' 
Logistically, it would be next to impossible for EPA to meet its obligations to even 
respond to all comments in a meaningful way within a 10-day period. EPA has also 
received correspondence, through a July 30, 2009 letter to EPA from Alaskan 
Congressmen, advocating for EPA to complete permits for "certain offshore oil and gas 
exploration ... in the Chukchi Sea and Beaufort Sea" within 2009 and stating that oil 
exploration "must . . . proceed without bureaucratic impediments. 

We applaud EPA for taking the requisite time to analyze Shell's application materials, to 
require Shell to complete deficiencies in its application, and to re-issue a draft permit for 
the Chukchi operations. Despite Shell’s request for EPA to issue these permits by a 
certain date, EPA must ensure that these permits meet the CAA's legal requirements. 
Finalizing inadequate or legally deficient permits would circumvent the CAA's goals. 


Letter from Peter Slaiby, Vice President Shell Alaska to Michelle L. Pirzadch, .Acting Regional 
Administrator, EPA Region 10 (September 1 , 2009) (Attachment 38). 

Letter from Richard Albright, EPA to Susan Childs, Shell at 1 1 (Sept. 4, 2009). 

Letter from Michelle L. Pirzadeh to Peter Slaiby (July 27, 2009) (Attachment 39). 

Letter from Peter E. Slaiby to Gina McCarthy (January 4, 2010) (Attachment 40). 

Letter from Senators Lisa Murkowski and Mark Begich and Congressman Don Young to Michelle 
Pirzadeh (July 30, 2009) (Attachment 41). 
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We must however, express our disappointment that our organizations, locally affected 
communities, and the general public were not provided at least 45 days to comment on 
Shell’s draft Beaufort air permit despite NSB’s request for an extension of the comment 
period. While Shell is proposing to use the same vessels for both its Chukchi and 
Beaufort operations, there are significant differences between the draft permits for these 
operations proposed by EPA. Most notably, the Beaufort permit required additional 
analysis under Alaska’s requirements for air permits that the Chukchi permit did not 
require. Numerous comment periods, hearings, and meetings with agency officials 
pertaining to Shell’s operations have been held in recent months in our communities, so it 
is important that our requests for extensions of time be considered in light of the 
tremendous burden these exploration plans have placed on our communities. 

The problems with Shell’s request to EPA for a rushed permitting process came to light 
through a recent agency oversight. On March 16, 2010, less than a week before the 
comment period for the Beaufort permit closed, EPA released Appendix A to the public. 
Prior to this date, EPA had neglected to attach the Appendix to the statement of basis or 
upload it to the agency's website with the other relevant permitting documents. Appendix 
A includes information that is crucial to the public's analysis of the permit and the delay 
in receiving it is fatal to an informed public commenting process. Most importantly, this 
agency oversight provides evidence of the problems that arise through rushed permitting 
processes. If pressure on EPA caused the agency to neglect a simple attachment to the 
agency’s own statement of basis, the public is left wondering what other mistakes and 
oversights the agency made while trying to comply with Shell's request for tight 
deadlines. Additionally, the generally disorganized state of the record for the permit also 
made it difficult to effectively provide public comment during the shortened public 
comment period. As these examples demonstrate, a rushed permitting process now may 
result in legally deficient permits that will even further delay Shell's proposed operations. 

We ask that EPA re-open the comment period on Shell’s Beaufort permit and provide the 
public with the time and the permit record it deserves to provide meaningful input on 
operations with significant meaning for our air quality. We also request that EPA 
provide a response to our comments and carefully consider the important legal and 
factual issues posed by Shell’s permit applications before rushing to approve the permits 
by an arbitrary deadline. 
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Alaska Eskimo Whaling Commission Inupiat Communily of the Arctic Slope North Slope Borough 

P.O. Box 570 P.O. EJox 934 P.O. Box 69 

Barrow, AK 99723 Barrow, AK 99723 Barrow, AK 99723 


Index of Attachments to AEWC, ICAS, and NSB Beaufort OCS PSD Permit Comments 

1 . International Panel on Climate Change, Climate Change: 2007 Synthesis Report, at 30 
(Attachment I). 

2. “Emission Facts; Greenhouse Gas Emissions from a Typical Passenger Vehicle”, 
EPA420-F-05-004 February 2005 (Attachment 2). 

3. EPA, Program Announcement: International Maritime Organization Adopts Program to 
Control Air Emissions from Oceangoing Vessels (2008) (Attachment 3). 

4. EPA Methane Information (Attachment 4). 

5. Fact Sheet -- Proposed Rule: Prevention of Significant Deterioration and Title V 
Greenhouse Gas Tailoring Rule (Attachment 5). 

6. Background information on the Proposed Mandatory GHG Reporting Rule (Attachment 

6). 

7. Hyperion Energy Center BACT Analysis for CO 2 (March 2009) (Attachment 7). 

8. “Fact Sheet Final Revisions to the National Ambient Air Quality Standards For Nitrogen 
Dioxide” (Attachment 8). 

9. Letter from John Groll, MMS to EPA at 2 (Oct. 2, 2009) (Attachment 9). 

10. AEWC comments at 14 (Attachment 10). 

1 1 . EPA, Memorandum from Douglas E. Hardesty to Robert R. Robichaud, Re: Forest Oil 
Kustatan Facility and Osprey Platform Construction Permitting Applicabilitv 
Determination (Aug. 21, 2001 ) (Attachment 1 1). 

12. EPA, Memorandum from Director to Clyde B. Eller, Re: Shell Oil Company Wilmington 
Complex Specification of “Source” (May 16, 1980) (Attachment 12). 

13. Shell Chukchi Sea ODPCP (Attachment 13). 

14. EPA 420-S-06-002, Diesel Retrofit Technology: An Analysis of the Cost-Effectiveness 
of Reducing Particulate Matter Emissions from Heavy-Duty Diesel Engines Through 
Retrofits, March 2006, p. ii (Attachment 14). 

15. EPA’s Emerging Technology list (Attachment 15). 

16. Gekas I P, “NOx Reduction Potential of V-SCR Catalyst in SCR /DOC/DPF 
Configuration Targeting Euro VI Limits from High Engine NOx Levels”, Society of 
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1 8. Team Tec Marine Product Brochure (Attachment 18). 

19. Wilson, Darcy, Richard Billings, Regi Oommen, and Roger Chang, Eastern Research 
Group, Inc. Year 2005 Gulfwide Emission Inventory Study, U.S. Department of the 
interior. Minerals Management Services, Gulf of Mexico OCS Region, New Orleans, 
December 2007, Section 5.2.10 (Attachment 19). 

20. EPA, Regulatory Announcement (Attachment 20). 

21. Letter from Johnny Aiken, North Slope Borough, to Natasha Greaves and Dan Meyer, 
EPA Region 10 (May 11, 2007) (Attachment 21). 

22. Damberg, Policies for Addressing PM 2.5 Precursors (Attachment 22). 

23. Technical Support Document for the Proposed PM NAAQS Rule (Attachment 23). 

24. http://remsad.saintl.coni/ (Attachment 24). 

25. Uinta Basin Air Quality Study (UBAQS) News Release at httD://iDams.org/wp- 
content/uDloads/2009/05/News-Release-UBAOS.pdF (Attachment 25). 

26. Four Corners Air Quality Task Force modeling info (Attachment 26). 

27. EPA’s Proposed Revisions to National Standards for Ground-Level Ozone, January 6, 
2010, Fact Sheet (Attachment 27). 

28. WYDEO Sublette County Air Quality Information Page (Attachment 28). 
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30. NOAA’s press release (Attachment 30). 
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Draft Environmental Impact Statement, OCS EIS/EA MMS 2008-0055. Total permitted 
NOx emissions exceed 83,000 TPY and total permitted VOC emissions exceed 2,500 
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Walters, and G. P. Brasseur (2006), Ozone pollution from future ship traffic in the Arctic 
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36. Memo Re: Supplemental Information on the Ozone NAAQS, May 2008 (Attachment 36). 

37. Health Assessment Document for Diesel Exhaust (Attachment 37). 
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39. Letter from Michelle L. Pirzadeh to Peter Siaiby (July 27, 2009) (Attachment 39). 
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Mr. Whitfield. Thank you. Mr. Glenn, you are recognized for 5 
minutes. 


STATEMENT OF RICHARD K. GLENN 

Mr. Glenn. Thank you. Can you hear me? 

Chairman Whitfield, Ranking Member Rush, and subcommittee 
members, my name is Richard Glenn and I live in Barrow, Alaska. 
I am executive vice president of Lands and Natural Resources for 
the Arctic Slope Regional Corporation. 

The Arctic Slope Regional Corporation is one of the 12 land- 
based Native regional corporations created pursuant to the Alaska 
Native Claims Settlement Act of 1971. ASRC owns approximately 
5 million acres of land and is owned by the 11,000 Inupiat Eskimo 
shareholders that mostly reside in 8 villages of Alaska’s North 
Slope. 

This discussion is timely. Right now, our region is preparing to 
assemble our leadership on this very topic. And we find that this 
issue boils down to community survival. Our villages are small and 
they are separated by great distance. No roads connect our villages. 
Barrow is located 340 miles north of the Arctic Circle, near the 
boundaries of the Chukchi and Beaufort Seas. We might not be 
able to see Russia from our front window, but we can sure see the 
changing Arctic and the Chukchi and Beaufort Sea. 

This is a region of tundra plains. It is devoid of trees. The aver- 
age temperature in winter, well below zero. In Barrow where I live, 
the ground is frozen down to about 1,000 feet below surface. In our 
remote village, fuels can cost more than $10 a gallon; milk, $11 a 
gallon; diapers, $22. Despite these challenges, as my friend Rose- 
mary said, the Inupiat have endured for centuries. We have a close 
relationship with both the land and the sea. 

In my lifetime, our communities have gone through great change. 
Today, our “villages” are really small cities. They have small city 
needs: power plants, water and sewer facilities, health services, fire 
protection, roads, and schools. Our people depend on these services 
which are provided for by our home rule municipality, the North 
Slope Burrow. It is the largest county in the country. It is based 
on locally-derived property taxes that they are based on oil and gas 
exploration in our region. There is essentially no other economy in 
our region. 

The volume of oil being produced in Alaska is in steep decline, 
as this committee has heard. This threatens the future of our com- 
munities and our culture that we have worked so hard to sustain. 
We have asked ourselves, what will our grandchildren do? Where 
will they go to school? What will power their villages? 

We understand that current onshore resources are not enough to 
stem the decline in production, which directly affects our commu- 
nities. It may seem odd to some of you that Eskimos in Northern 
Alaska are seeking ways to increase the volume of oil moving 
through the Trans-Alaska Pipeline, but here we are. Safe and re- 
sponsible oil and gas development is the only industry that has re- 
mained in our region long enough to foster village improvements. 
We have coal, natural gas, and oil, and in some places in our re- 
gion, we have them in great abundance. Development of these re- 
sources is critical to our survival. 
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The people of the North Slope also have a heightened concern for 
the environmental effects of oil and gas exploration and develop- 
ment. No one has more at stake than we do regarding environ- 
mental risks. The animals that we depend upon for our food and 
our culture migrate over large ranges in the land and in the ocean. 
Like most of my fellow community members, I depend on them. I 
depend on the sea resources for sustenance. I have served as a co- 
captain in my extended family’s whaling crew. 

In studying the issues related to offshore development, we fo- 
cused on safety and prevention. And we were favorably impressed 
by the timing, the technology, and the safeguards introduced by 
Alaska’s OCS explorers. Our eyes are open on this issue. We know 
there are risks and we believe they have been mitigated appro- 
priately. 

Regarding air quality, we note that the exploration areas in the 
Arctic are more than 50 miles away from the nearest community. 
There are also significantly fewer drilling operations envisioned for 
the Alaska OCS than the Gulf of Mexico. We question why, despite 
these differences, there are Clean Air Act requirements that apply 
to OCS sources in Alaska that don’t apply to those same sources 
in the Gulf of Mexico. 

Thank you for giving this important issue your attention. Our in- 
tent is to remain at the table with both government and industry. 
Let me be clear. Without development in our region, our commu- 
nities will not survive. Please allow us to meet our responsibilities 
to our grandchildren and future generations. As Congress goes for- 
ward and debates this issue, remember the impacts your decisions 
will have on our communities, our culture, and our people. 

[The prepared statement of Mr. Glenn follows:] 
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Chairman Whitfield, Ranking Member Rush, and distinguished members of the 
subcommittee, thank you for allowing me this opportunity to provide comments today. 
My name is Richard Glenn and I am the Executive Vice President of Lands and Natural 
Resources for Arctic Slope Regional Corporation. I live in Barrow, Alaska. My 
professional background is in geology and arctic geologic processes. Like most of my 
fellow community members, I also depend on the land and sea resources for 
sustenance, and have served as the co-captain in my family’s whaling crew. 

The Arctic Slope Regional Corporation is one of the 12 land-based Native regional 
corporations created pursuant to the Alaska Native Claims Settlement Act of 1 971 . 

ASRC owns approximately 5 million acres of land, and represents the interests of 
approximately 11,000 Ihupiat Eskimo shareholders, that mostly reside in eight 
communities within Alaska's North Slope. 

This discussion is timely. Our region is preparing to assemble our leadership to discuss 
this very topic. We find this issue boils down to community survival. 

Our villages are small and separated by great distance in an area about the size of 
Minnesota. No roads connect our villages. Barrow, my home town, is a coastal 
community located 340 miles north of the Arctic Circle, near the boundaries of both the 
Chukchi and Beaufort Seas. 

This is a region of tundra plains, devoid of trees, with an average annual temperature of 
around 1 0 degrees Fahrenheit. In Barrow, the ground is frozen to a depth of about a 
thousand feet. In our more remote villages, fuel can cost ten dollars or more per gallon. 
Milk costs more than $1 1 .00 per gallon. An average packet of diapers costs about 
$22.00. Despite these physical and current economic challenges, the Inupiat have 
endured. We have done so for centuries. We have a demonstrated close relationship 
with both the land and sea in our region. 


Corporate Headquarters • PO Box 129 • Barrow, Alaska 99723-0129 • 907.852.8533 or 907.852.8633 • FAX 907.852,5733 



175 


In just my lifetime, our communities have gone through great change, with 
developments that have improved the quality of life from formerly very harsh conditions. 
Today, our “villages” are actually small cities with small city needs: reliable power, 
water and sewer treatment facilities, health services, fire protection, airports and 
schools. 

Our people depend on these services. Our culture and traditional subsistence activities 
depend on both a healthy environment and safe viable communities. We have not 
looked to many federal or even state-funding sources to build our community 
improvements. They were developed thanks to our home-rule municipality, the North 
Slope Borough, and a locally-derived property tax base based on oil and gas 
exploration. 

There is essentially no other economy in our region. As the committee may already be 
aware, the volume of oil being produced in Alaska is in deep decline, producing today at 
about one-third the rate of its peak production of two million barrels per day and 
continuing to drop every year. This decline has caused us to question the future of the 
communities that we have worked so hard to improve. We have asked ourselves: 
where will our grandchildren go to school, will we be able to provide future health 
services, what will power their villages, or will their communities be sustained? 

We understand that the currently-known onshore resources are not enough to stem the 
decline in production; they only reduce its severity. Oil and gas, as they say, is where 
you find it. In our region we have a mixed blessing. We have hydrocarbons-coal, 
natural gas and oil, and in some places we have them in abundance. This is true for 
both the onshore and the offshore. 

It may seem counterintuitive to some that Ihupiat Eskimos in Northern Alaska are 
seeking ways to increase the volume of oil moving through the Trans-Alaska Pipeline, 
but here we are. Safe and responsible oil and gas development is the only industry that 
has remained in our region long enough to foster village improvements that have 
improved our quality of life. Such development is important to us, perhaps even more 
than to our state and nation. 

ASRC and, in general, the people of the North Slope have a heightened concern for the 
environmental effects of oil and gas exploration and development. We live there; and 
no one has more at stake than we do regarding environmental risks. The animals that 
we depend upon for our food and culture migrate over large ranges on the land and in 
the ocean. 

In studying the issues related to offshore development, we focused on safety and 
prevention. We were favorably impressed by the timing, technology and safeguards 
introduced by the Alaska OCS explorers. In answering the concerns of our local 
governments and the Alaska Eskimo Whaling Commission, we believe that Shell has 
truly stepped up and raised the bar for exploration in the OCS. Our eyes on this issue 
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are open; we know there are risks and we believe that they have been mitigated 
appropriately. 

Regarding air quality and emissions related to drilling development in the Arctic, we 
note that the exploration areas are more than fifty miles away from the nearest 
community. There are also significantly fewer drilling operations envisioned for the 
Alaska OCS than, for example, the Gulf of Mexico. Nevertheless, there are Clean Air 
Act requirements that apply to OCS sources in Alaska that do not apply to those same 
sources in the Gulf of Mexico. 

We question why there are more stringent air quality requirements for sources in the 
Alaska OCS than for sources in the Gulf of Mexico, especially given the relatively short 
intervals during which the drilling operations will be conducted in Alaska. We 
understand air quality modeling results, including those submitted by Shell in support of 
its applications for permits, demonstrate that impacts of emissions are within acceptable 
ERA limits. 

ASRC supports a more consistent methodology when applying air quality standards in 
Alaska’s OCS. We also support language clarifying that the point where air quality 
impacts should be measured is at the corresponding onshore area - this is consistent 
with the original intent of the language of Section 328. 

Mr. Chairman and Committee members, thank you for giving this important issue your 
attention. Our intent is to remain at the table with both government agencies and 
industry explorers. 1 ask you not to prevent us from meeting our responsibility to our 
grandchildren and future generations. As Congress goes forward to debate this issue, I 
ask you to remember the impacts that that your decisions will have on our communities, 
our culture and our people. 
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Mr. Whitfield. Thank you, Mr. Glenn. Dr. Goldsmith, you are 
recognized for 5 minutes. 

STATEMENT OF SCOTT GOLDSMITH 

Mr. Goldsmith. Thank you. Chairman Whitfield, Ranking Mem- 
ber Rush, and committee members. My name is Scott Goldsmith. 
I have been a professor of economics at the University of Alaska 
for 35 years and recently co-authored a study of the economic ef- 
fects on the State from development of the oil and gas resources 
from the OCS off the North Shore of Alaska. Funding for the study 
was provided by Shell Exploration and Production. I am testifying 
on my own behalf and not as a representative either of the univer- 
sity or Shell. 

In 2006, the Department of Interior MMS estimated that the un- 
discovered, economically recoverable oil in the Beaufort and 
Chukchi Seas was 12.5 billion barrels — assuming $60 as a price of 
oil — more than the initial estimate of recoverable oil from Alaska’s 
Prudhoe Bay field, the largest ever discovered in North America. 
The economically-recoverable natural gas was estimated to be 50 
trillion cubic feet. 

Industry interest in the Alaska OCS is reflected in the 3 recent 
lease sales. 2 sales in the Beaufort Sea in 2005 and 2007 generated 
$367 million in bonuses and 1.1 million acres leased. The Chukchi 
sale in 2008 generated $2.3 billion in high bids and 2.8 million 
acres leased. 

Development of these resources could result in production of 
more than 1 million barrels of oil a day for more than a generation. 
This could reduce foreign imports, currently 10 million barrels per 
day, by 10 percent and improve our balance of trade by $36 billion 
a year, assuming $100 per barrel of oil. 

Of course there are many technical, economic, logistical, environ- 
mental, and other challenges to achieving that production goal, and 
under the best of conditions it would take nearly a decade to reach 
first production. At the time our study was done, we projected that 
production could begin in 2018. Today, first production is still at 
least 10 years away, in 2021. 

Petroleum has been the most important economic driver for Alas- 
ka since it became a State in 1959. The economy today would be 
half as big without petroleum and hard-pressed to support a basic 
level of services for its citizens. Without petroleum about 60 per- 
cent of all jobs would be dependent on the Federal Government. 

16 billion barrels of oil has been produced from state lands on 
the North Slope over the last 35 years, but the largest fields — 
Prudhoe Bay and Kuparuk — have been in decline for 20 years. De- 
velopment of nearby small fields, hard-to-reach reservoirs, and un- 
conventional reserves face economic challenges, and all projections 
are for a continued decline in onshore production. Because of this, 
the State faces an uncertain future. Providing industry access to 
petroleum reserves on federal lands offers the best path to contin- 
ued economic prosperity for the State. 

OCS development could add an annual average of 35,000 jobs to 
the Alaska economy over the next 50 years, offsetting the likely job 
loss from the continued decline of production on state lands. These 
would be high-paying year-round jobs with a combined payroll of 



178 


$75 billion. These jobs and the sales of Alaskan businesses pro- 
viding support activities could be the foundation for a sustainable 
economy for the State for a more than a generation. 

Under current law the Federal Government retains essentially 
all the public revenues from leases, bonuses, and royalties from the 
Alaska OCS. We estimate state revenues of $17 billion spread over 
50 years. Local governments directly impacted by development 
would receive $3.5 billion over that same period. These revenues 
would be small compared to current state spending, but large com- 
pared to the communities on the North Slope. 

Alaska OCS development could also generate annual average em- 
ployment of 28,500 in the rest of the US and substantial revenues. 
At an oil price of $100, federal revenues from royalties, income 
taxes could be $226 billion over the next 50 years. State income 
and sales taxes outside Alaska could be $7 billion. Moving forward 
with the Alaska OCS would enhance the potential for further de- 
velopment of Alaska’s other petroleum resources. 

Alaska OCS development would enhance the viability of a gas 
pipeline to supply Alaska natural gas to the lower 48 because it 
would increase the amount of gas available to a pipeline. OCS oil 
flowing through the Trans-Alaska Pipeline would keep the cost of 
transportation low, enhancing the economic viability of smaller on- 
shore reserves. It would extend the useful life of the pipeline that 
some suggest is in danger of shutting down from technical chal- 
lenges. It would increase the options for development of unconven- 
tional resources. Delays in development put these opportunities at 
risk. 

Because of petroleum, the Alaska economy has remained rel- 
atively strong through the recent recession. But oil production 
today is only 1/3 the level of 20 years ago and continuing to fall 
at 6 percent a year. Looking forward, Alaskans are asking what 
will sustain the economy for the next generation and understand- 
ably concerned. Moving forward with OCS development would be 
a strong positive signal that opportunities exist for a strong eco- 
nomic future for the State and its citizens. 

[The prepared statement of Mr. Goldsmith follows:] 



179 


IMPACT OF OCS DEVELOPMENT ON THE ALASKA ECONOMY 
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Oliver Scott Goldsmith 
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I have been a professor of economics at the University of Alaska for 35 years and 
recently co-authored a study of the economic effects on the state of Alaska from development of 
the oil and gas resources from the Outer Continental Shelf (OCS) off the North Slope of Alaska. 
Funding for the study was provided by Shell Exploration and Production. I am testifying on my 
own behalf and not as a representative of the University of Alaska Anchorage or Shell. 

In 2006 the Department of Interior Minerals Management Service (now BOEMRE — 
Bureau of Ocean Energy Management Regulation and Enforcement) estimated that the 
undiscovered, economically recoverable oil in the Beaufort and Chukchi Seas was 12.5 billion 
barrels (assuming an oil price of $60), more than the initial estimate of recoverable oil from 
Alaska’s Prudhoe Bay field — the largest ever discovered in North America, The economically 
recoverable natural gas was estimated to be 50 trillion cubic feet. 

Industry interest in the Alaska OCS is reflected in the three recent lease sales. Two sales 
in the Beaufort Sea in 2005 and 2007 generated $367 million in bonuses and 1.1 million acres 
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leased. The Chukchi least sale in 2008 generated $2.3 billion in high bids and 2.8 million acres 
leased. 

Development of these resources could result in production of more than 1 million barrels 
of oil per day for more than a generation. This could reduce foreign imports, currently 10 
million barrels per day, by 10 percent and improve our balance of trade by $36 billion a year (at 
$100 per barrel cost of imported crude). 

Of course there are many technical, economic, logistical, environmental, and other 
challenges to achieving that production goal, and under the best of conditions it would take 
nearly a decade to reach first production. At the time our study was done, we projected that 
production could begin by 2018. Today first production is still at least 10 years away, in 2021. 

Petroleum has been the most important economic driver for the Alaska economy since it 
became a state in 1959. The economy today would be half as big without petroleum and hard 
pressed to support a basic level of services for its citizens. Without petroleum about 60 percent 
of all jobs would be dependent on the federal government. 

16 billion barrels of oil has been produced from state lands on the North Slope over the 
last 35 years, but the largest fields — Prudhoe Bay and Kuparuk— have been in decline for 20 
years. Development of nearby smaller fields, hard to reach reservoirs, and unconventional 
reserves face economic challenges and all projections are for a continued decline in onshore 
production. Because of this the state economy faces an uncertain future. Providing industry 
access to petroleum reserves on federal lands, onshore as well as those in the OCS, offers the 
best path to continued economic prosperity for the state. 

OCS development could add an annual average of 35 thousand jobs to the Alaska 
economy over the next 50 years, offsetting the likely job loss from the continued decline of 
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production on state lands. These would be high paying year round jobs with a combined payroll 
of $75 billion (2010 $). These jobs and the sales of Alaska businesses providing support 
activities to the petroleum industry could be the foundation for a sustainable economy for the 
state for a more than a generation. 

Under current law the federal government retains essentially all the public revenues from 
lease bonuses, rents, and royalties from the Alaska OCS. We estimate state revenues of $17 
billion spread over 50 years (assuming oil at $100 per barrel). Local governments directly 
impacted by development would receive $3.5 billion over that same period. These revenues 
would be small compared to current state spending, but large compared to the communities on 
the North Slope. 

Alaska OCS development could also generate annual average employment of 28.5 
thousand in the rest of the US and substantial revenues for the federal and other state 
governments. At an oil price of $1 00, federal revenues from royalties , the corporate income tax, 
and the persona! income tax could be $226 billion (2010 $) over the next 50 years. State income 
and sales taxes outside Alaska could be $7 billion. 

Moving forward with the Alaska OCS would enhance the potential for further 
development of Alaska’s other petroleum resources. 

Alaska OCS development would enhance the viability of a gas pipeline to supply Alaska 
natural gas to the lower 48 market because it would increase the amount of gas available to a 
pipeline and drive down the unit cost of transportation through that pipeline. 

OCS oil flowing through the Trans Alaska pipeline would keep the cost of transportation 
low, enhancing the economic viability of smaller onshore reserves. It would extend the useful 
life of the pipeline that some suggest is in danger of shutting down from technical challenges 
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associated with low throughput. It would increase the options for development of 
unconventional petroleum reserves like heavy oil that need to be mixed with light oil to flow 
easily through a pipeline. 

Delays in development put these opportunities at risk. 

Because of petroleum, the Alaska economy has remained relatively strong through the 
recent recession. But oil production today is only 1/3 the level of 20 years ago and continuing to 
fail at 6 percent each year. Looking forward, Alaskans are asking what will sustain the economy 
for the next generation and understandably concerned. Moving forw'ard with OCS development 
would be a strong positive signal that opportunities exist for a strong economic future for the 
state and its eitizens. 
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Executive Summary 

This study describes and quantifies the potential economic benefits to the State of Alaska and local 
communities from developing oil and gas resources in Alaska's Outer Continental Shelf (OCS) areas. 
The findings of this study are not predictions of the future for Alaska, but rather they describe a 
reasonable approach that one might expect for OCS development. The findings also provide a basis 
for thinking about potential actions that state and local governments, industry, and other stakeholders 
might undertake to deal most effectively with the effects that do occur. 

While there have been other studies in the past that looked at the potential effects of OCS 
development, this study is based on more recent information and represents the current state of 
knowledge in OCS resource estimates, exploration, development, and production activities; recent 
technology improvements; and state and local government fiscal systems. The economic benefits 
described hero are based on assumptions about when and how OCS development, as well as other 
economic development in the state, might occur during the next 50 years. 

The magnitude of the economic effects of OCS development are contingent on assumptions about 
petroleum prices, volumes of OCS resources that might be economically recoverable, the levels of 
investment tliat the petroleum industry would be willing to spend to develop in the OCS areas, and 
the fiscal regime or tax structure that would be in effect as OCS oil and gas development occurs. 
There is a great deal of uncertainty as to whether oil and gas production in the OCS would occur, and 
if production does occur, it is even more difficult to predict the timing and magnitude of exploration, 
development, and production activities. This study assumes that development would occur given 
certain price and cost assumptions and that there will be no major regulatory impediments or delays 
to OCS development. As with any other large industrial development, there could also be social and 
environmental considerations associated with offshore oil and gas development. This study is only 
focused on the economic effects of OCS development. 


Major Findings 

The economic impacts of OCS development are described as incremental effects in relation to a 
baseline economic projection of the Alaska economy without OCS development. The Alaska 
economy and population are anticipated to continue to grow in the next 50 years given the 
development of the natural gas pipeline, new development in the mining sector, and modest growth 
in tourism, fisheries, and military and civilian federal operations. However, declining oil production 
from existing onshore fields is expected to pose long-term challenges to Alaska's economic and fiscal 
well-being. OCS development, if it were to occur, could be a significant driver of the next generation 
of economic activity by extending the duration of the petroleum industry in the state. 

The following major findings are based on a reasonable set of exploration, development, and 
production scenarios for three OCS areas; (1) Beaufort Sea; (2) Chukchi Sea; and (3) North Aleutian 
Basin. 


Job and Population Growth 

• OCS development could generate an annual average of 35,000 jobs over the next 50 years — a six 
percent increase compared to total statewide employment without OCS development. 

• These jobs represent a total payroll of $72 billion (2007$) over the 50-year period. 
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• OCS-related employment growth could more than offset losses from the decline of petroleum 
production on state lands and could help sustain the economy for several decades. 

• Opportunities would be created throughout the state in both high paying, long-term, year-round 
jobs and in seasonal and short-term jobs. Of the 6,000 oil and gas sector jobs, about 3,900 could 
be long-term, year-round jobs. 

• The growth in jobs resulting from OCS development could lead to a five percent increase in 
statewide population. Most of the growth would be concentrated in Alaska's population centers, 
but directly impacted regions could experience a much greater percent increase. 


Table ES-1 . Potential Future Employment Effects of OCS Development in Alaska 


Sector 

Average Annual Employment 

OH and Gas {extraction and oiifieid services) 

6,000 

infrastructure 

3,000 

Support 

22.000 

State/Locai Government 

4,000 

Total: 

35,000 


Note: Employment is rounded and expressed in annual average, 2008 to 2057. It should be noted that it could 
take several years before OCS employment might reach the annual average of 6,000 direct jobs in the oil and 
gas sector, and for the other sectors to reach the levels noted above (see Figure ES-1 for the projected direct 
employment per year and Figure ES-2 for the projected employment by sector per year). 


Projected Direct Revenues 

The potential cumulative direct petroleum revenues to state and local governments is estimated to be 
$5.8 billion (2007$) with most revenues going to directly impacted local governments from property 
taxes on onshore petroleum facilities. 


Table ES-2. Potential Cumulative Direct Revenue Effects of OCS Development to State and Local 
Governments, 2008 to 2057 (in Billions of 2007$) 


Entity/Source of Revenue 



Amount 

State of Alaska 

....„gs5a. 


1.4 

Property Tax 



0.4 

Corporate Income Tax 



1,0 

Shared Lease Payments 



.. 

Directly Impacted Local Governmsnti 



4.5 

Property Tax 



4.5 

Total Alaska: 



5.8 


Notes: (1) The sum of the amounts do not equal total due to rounding. (2) For this table, Directly Impacted Local 
Governments include the North Slope Borough and the Aleutians East Borough. (3) Federal lease payments 
shared with the state (from 8(g) leases) are estimated to be about $20 million (2007$). 
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Fiscal Effects 

• Potential total state government revenues (under the current tax system) from OCS-related 
activities including direct OCS petroleum revenues, population-related revenues, and indirect 
petroleum revenues, are projected to be $15.3 billion (2007$) given the base case price level of 
approximately $65 per barrel of crude oil. As expected, given the results of the sensitivity analysis, 
state government stands to benefit from higher petroleum prices. 

• The estimated population-related revenues would come primarily from a state personal income 
tax that is assumed in the baseline projection to partially offset falling petroleum revenues from 
declining onshore production. This is an assumption in the baseline analysis, regardless of OCS 
development. In the OCS case, the $72 billion (2007$) of wages and salaries augments the 
personal income tax. 

• OCS production reduces the tariffs and other costs of onshore production, which results in an 
increase in state revenues from this production. These lower costs also lead to a modest increase 
in production onshore. Together these indirect petroleum revenues are estimated to be 
$10.1 billion (2007$) 

• Incremental state government expenditures for providing public services to support OCS 
development and the associated population increase are projected to be about $8.8 billion 
(2007$). 

• The projected net revenues to the State of Alaska could be about $6.6 billion (2007$), reflecting a 
positive fiscal effect of OCS development. 

• At the local/regional government level, the projected growth in revenues of directly impacted 
communities from property taxes on onshore OCS petroleum facilities, estimated at $4,5 billion, 
would increase the capacity of local governments to respond to public needs generated by OCS 
developments. 

• OCS development will be an important factor in reducing risks for the proposed natural gas 
pipeline from the North Slope to Lower 48 markets. The Alaska OCS has some of the largest 
natural gas resources in Alaska and knowledge of the potential development of these resources 
reduces the financial risk to the shippers that may commit to the natural gas pipeline project. 
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Table ES-3. Potential State Fiscal Effects of OCS Development: Cumulative Revenues and Expenditures Under 
Varying Price Assumptions, 2008 to 2057 (in Billions of 2007$) 


Rdvenue/Expenditure Category 

Base 

Case 

Sensitivity Analysis 

Case 1 Case 2 Case 3 

Projoctort Stato Revonuos ^ 

15,3 

160 

17.1 

18.2 

Direct OCS Petroleum Revenues 

1.4 

1.4 

1.4 

1.4 

Population Related Revenues 

3.9 

3.9 

3.9 

3.9 

Indirect Petroleum Revenues due to OCS development 





TAPS-Fuller Pipeline Enhanced Value of North Slope Production 

5.7 

5.7 

5.7 

5.7 

TAPS-Fuller Pipeline Addittonai North Slope Production 

2.0 

2.4 

3.1 

3.8 

Gas Pipeline Tariff Reduction Effect 

1.2 

1.2 

1.2 

1,2 

Incremental Production due to OCS Infrastructure 

1.2 

1.5 

1.9 

2.3 

Projected IncremBnIal S^ats Expendlttiras . , 


(8.81 

S#-' » : 

<8.8) 

Projected State of Alaska Net Fiscal Balance: 

6.6 

7.2 

8.3 

9.4 


Notes: (1) The sum of the amounts may not equal the total due to rounding. (2) Base case estimates are based 
on the Energy Information Administration's petroleum price projection with a long-term average price of $65.50 
per barrel of oil and $6.40 per million Btu's of gas (in 2006$). The sensitivity analysis considers the following oil 
and gas price levels through 2030; prices thereafter are assumed to increase at a rate of 0.5 percent per year 
(same assumption as the base case): 

Case 1 : Oil: $80 per barrel and Natural gas: $7.8 per mmBtu 
Case 2: Oil: $100 per barrel and Natural Gas: $9 8 per mmBtu 
Case 3: Oil: $120 per barrel and Natural Gas: $11.6 per mmBtu 
The sensitivity analysis cases estimate the effects of higher petroleum prices, holding all other factors constant. 

Background 

Increasing petroleum prices in the past five years have renewed interest in exploring for oil and gas In 
Alaska's OCS areas. This is evidenced by the recent OCS lease sales in Alaska— Beaufort Lease Sale 
195 was the most successful sale in the Beaufort OCS (tracts and high bids) since 1988 and Chukchi 
Lease Sale 193 held in February 2008, collected $2.66 billion in high bids for 488 tracts (this is the 
biggest lease sale onshore or offshore in Alaska's history). More lease sales are planned in the Beaufort 
Sea, Chukchi Sea, and the North Aleutian Basin as part of MMS’s S-Vear Lease Program for 2007- 
2012, Exploration drilling is already planned for leases in the Beaufort Sea, covering five prospects in 
the eastern Beaufort (including Sivulliq, formerly the Hammerhead discovery), and another prospect 
located about 20 miles north of the Colville River Delta (MMS 2007). 

MMS estimates that the OCS areas of the Beaufort Sea, Chukchi Sea, and the North Aleutian Basin 
have undiscovered technically recoverable resources (UTRR) ranging from 2.8 to 65.8 billion barrels 
of oil (BBO) and 11 .4 to 305 trillion cubic feet (TCF) of natural gas, depending on the likelihood of 
occurrence. MMS also estimates that the three OCS areas have undiscovered economically 
recoverable resources (UERR) ranging from 1 to 46 billion barrels of oil and 3.8 to 175.1 TCF of gas. 
Economically recoverable resources represent the portion of the undiscovered technically recoverable 
resources that can be explored, developed and commercially produced at given costs and price 
considerations. MMS assumed market prices of $60 per barrel of oil and $9.07 per thousand cubic 
feet of gas (in 2006$) for the UERR estimates of the three Alaska OCS areas. 


ES-4 


NorthernEconomics 




200 


Economic Analysis of Future Offshore Oil and Gas Development: Beaufort Sea, Chukdil Sea, and Worth Aleutian Basin 


Scenarios Considered 

In order to quantify the potential effects of oil and gas development in the OCS, a set of scenarios that 
reflect possible industry-wide exploration, development, and production activities for each OCS area 
was developed.' Of course, this set of scenarios represents only one possible picture of the future. It is 
likely that different activities and timing will occur in the future, as each company operating in these 
basins could have unique plans for identifying and recovering the hydrocarbon resources. 
Furthermore, there is a high level of uncertainty regarding the volumes of oil and gas that could be 
commercialized in the future, as the estimated resource potential shown in the table above is not yet 
proven commercial reserves. It is impossible to anticipate what the actual development pattern would 
be, but the scenarios provide a reasonable basis to begin thinking about potential effects, particularly 
since they provide employment estimates consistent with historical patterns of petroleum 
development in the state. 

The scenarios used for this study are based in part on the scenarios discussed by MMS in published 
Environmental Impact Statements (EIS) and other materials.^ The scenarios include assessments of oil 
and gas resources,' expected levels of exploration activities, development of oil and gas fields and 
required infrastructure, and operations and maintenance activities at the assumed production levels. 

These scenarios are the basis for determining the level of manpower requirements, as well as the 
amount of revenues that could potentially accrue to the state and local governments. Summaries of 
the scenarios are presented below. 


Beaufort Scenario 

• Exploration drilling occurs over 1 5 years with 1 to 3 drilling rigs per season. 

• Development includes construction of seven offshore production platforms, offshore pipelines, 
on-shore pipelines that connect to the Trans-Alaska Pipeline System (TAPS) and a future gas 
pipeline, as well as new on-shore facilities. 

• Production assumes first oil in 2019 and first gas in 2029, with seven fields producing a total 
cumulative volume of about five billion barrels of oil and seven trillion cubic feet of gas through 
2057, 


’ The Minerals Management Service, the federal agency that manages OCS areas, develops exploration, 
development, and production scenarios for use in their environmental assessments and environmental impact 
studies. The scenarios developed by MMS tor these OCS areas were used as a starting point for this analysis. 
Major departures from the MMS assumptions/scenarios include: 1) gas production in the Beaufort and Chukchi; 
2) new on-shore facilities in the Beaufort; 3) updated resource estimates using the 2006 MMS Resource 
Assessment, and 4) adjustments in timing and level of exploration and development activities to reflect changes 
in technology and resource potential, and to incorporate insights from industry and MMS staff regarding recent 
experience operating in arctic conditions and in areas of greater water depths. 

' The recent Draft Environmental Impact Statement for the Beaufort and Chukchi Sea Planning Areas, Oil and 
Gas Lease Sales 209, 212, 217, and 221 was issued after the analysis for this report was completed. The 
scenarios used in this report are based on earlier scenarios and other material that are broader in scope and 
duration than the November 2008 draft EIS. 

' The resource assessments are based on analyses of geology, development costs, and timing, as well as oil 
and gas prices. 
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Chukchi Scenario 

• Exploration drilling occurs over 24 years with 1 to 2 drilling rigs per season. 

• Development includes construction of four offshore production platforms, offshore pipelines, on- 
shore pipelines across the National Petroleum Reserve - Ala.ska (NPR-A) to connect to the TAPS 
and a future gas pipeline from the North Slope. A new shore base'' on the Chukchi coast is 
assumed to be constructed to support offshore exploration and development; other on-shore 
facilities are also assumed to be required to support production activities, 

• Production assumes first oil in 2022 and first gas in 2036, with four fields producing a total 
cumulative volume of 4.8 billion barrels of oil and 7.8 trillion cubic feet of gas through 2057. 


North Aleutian Scenario 

• Exploration drilling occurs over 5 years with 1 to 2 drilling rigs per season. 

• Development includes construction of two offshore production platforms, offshore and overland 
pipelines, a new shore base on the north side of the Alaska Peninsula, and on the south side a 
marine terminal for oil, as well as a liquefied natural gas (LNG) facility and an export terminal for 
gas. 

• Production assumes first oil in 2021 and first gas in 2022, with two fields producing a total 
cumulative volume of about 0.394 billion barrels of oil and 5 trillion cubic feet of gas through 
2044 when production ceases. 

Activity Schedule 

Figure ES-1 shows a potential schedule for exploration, development, production and abandonment 
activities from 2008 through 2057. The figure shows the expected years for first oil and gas 
production under the scenarios for each basin. The first gas production in the Beaufort Sea is assumed 
to occur with the first expansion of the proposed natural gas pipeline in 2029, nine years after initial 
throughput of the gas pipeline. First gas production from the Chukchi Sea is assumed to occur in 2036 
with the second expansion of the natural gas pipeline. Both of these expansions are anticipated to 
reduce the gas pipeline tariff. 

The Beaufort scenario assumes that production would still be ongoing in 2057 when the study period 
ceases. The relatively late discovery and production from expected large resources in the Chukchi Sea 
result in no platforms being abandoned during the study period. The smaller field sizes expected in 
the North Aleutian Basin result in the fields ceasing production and the platforms being abandoned by 
2044. 


■' A shore base is an on-shore facility that will be used for staging people and equipment during exploration, and 
later on to support construction and production activities. The base will likely serve as living quarters for industry 
workers as well as the transportation, storage, and communication hubs for all of the offshore activities. 
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Figure ES-1. Schedule of Activities for Beaufort, Chukchi, and North Aleutian Basins, 2008-2057 

Year 

Basin 08 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40 42 44 46 48 50 52 54 56 58 

BeaufortSea 

Exploration 
Development 
Production 
Abandonment 



Chukchi Sea 


Exploration 


Development 


Production 


Abandonment 


(Later in time) 


North Aleutian 


Exploration 


A First Oil ♦First Gas ■ TAPS closes without OCS 


Source: Northern Economics, Inc. assumptions 


Potential OCS Oil and Gas Production 

Based on the MMS resource assessments and the production scenarios described above for all three 
OCS areas, the total OCS oil and gas that might be produced through 2057 could amount to about 
10.2 billion barrels of oil and 19.8 trillion cubic feet of gas. This translates to a peak daily production 
from all three OCS areas equal to 1 .8 million barrels of oil and 2.9 billion cubic feet (BCF) of gas. In 
comparison, in 2007 the total statewide daily production of oil and gas was 796,289 barrels and 
8.831 BCF, respectively, although most of the gas was re-injected to maintain reservoir pressure 
(Division of Oil and Gas, 2007 Annual Report). 

In terms of the value of this assumed level of production, 10.2 billion barrels of oil alone at $100 a 
barrel, would translate to over $1 trillion; at $60 per barrel, the value would be over $600 billion. 

Without OCS development, the projected statewide production volumes of oil and gas (on-shore) 
through 2057 are 7.7 billion barrels and 54 TCF, respectively. 


Potential Employment Effects 


Direct Employment 

Given the scenarios described above, OCS development in the Beaufort, Chukchi, and the North 
Aleutian could directly generate an estimated annual average employment of about 6,000 jobs over 
the course of 50 years (2008 to 2057). These are direct jobs^ (both on-site and in headquarters 
assumed to be located in Anchorage) that are involved in exploration activities, construction of off- 
shore and on-shore production and transportation facilities, spill prevention, logistics, and operations 
and maintenance activities. The estimated 6,000 direct jobs for OCS activity represent roughly 48 
percent of 2007 average annual oil and gas employment of 1 2,600 (ADOLWD, 2008). 


’ These direct employment estimates do not include jobs involved in building modules outside of Alaska, but do 
include non-resident jobs involved in installing pre-fabricated modules at the site. 
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Figure ES-2 shows the potential direct annual average employment in the oil and gas industry that 
could result from OCS development in all three areas across time. The growth in employment in the 
next decade associated with OCS development could offset the decline in petroleum employment 
associated with the decline in oil production from state lands and maintain employment levels after 
the construction of the gas pipeline. Subsequently, for about 2 decades, employment could be 
relatively stable as fields are developed and produced over that period. Eventually, direct employment 
will decline as production declines and fields are abandoned. As noted earlier, this is just one possible 
pattern; OCS development could occur in different locations and different times and the 
development of multiple fields could tend to smooth out any boom and bust phenomenon. 

Figure ES-2. Potential Total Direct Annual Average Employment from OCS Development in Alaska, 

2008 to 2057 


10,000 



Source: Northern Economics Inc. estimates. 


Peak employment across all OCS areas based on these development scenarios could occur in 2038 
with an estimated annual average employment of 9,500; the peaking occurs when major discoveries 
are being developed and facility construction is underway. Table ES-4 shows the potential direct 
employment effects that could result from oil and gas development in each of the OCS areas. The 
peak employment for each OCS area occurs at different times, and the production phases are of 
different durations so the rows cannot be summed across to arrive at the estimates shown for all areas. 
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Table ES-4. Potential Direct Employment Estimates (Annual Average Employment) by DCS Area 



Beaufort 

Chukchi 

North Aleutian 

All Areas 

Annualized Average 

Entire time frame 

2,800 

2.500 

900 

6,000 

Production phase 

3,300 

3,000 

1,100 

7,100 

Peak Employment 

4,800 

4,200 

2,200 

9,500 

Year of Peak Employment 

2027 

2038 

2018 

2038 


Source: Northern Economics Inc. estimates. 


The job estimates are expressed in annual average employment, but there would be opportunities for 
both year-round and seasonal or short-term jobs. As noted earlier, of the 6,000 direct oil and gas 
industry jobs, about 3,900 could be high paying year-round jobs. The current average annual wage in 
the oil and gas sector is $108,538 — which is more than double the statewide annual average of 
$43,524. 

Seasonal and short-term job opportunities include those associated with oil spill response operations, 
equipment operations, construction of support facilities, marine mammal observer program, camp 
support, seismic survey, etc. The number of persons that might be employed for short-term or 
seasonal jobs could be greater than the number of year-round jobs. 


Indirect and Induced Employment 

Besides the direct jobs in the oil and gas sector, jobs would be created in other sectors of the 
economy; these jobs are referred to as indirect and induced jobs. These jobs are generated as a result 
of the multiplier effects of in-state spending — industry purchases from other Alaska businesses, 
government spending of OCS-related revenues, and household spending of wages and salaries. The 
potential employment effects of OCS development by sector are shown in Figure ES-3. 

The large number of indirect and induced employment* associated with OCS development is 
attributable to the following: 

• Potential large in-state purchases of goods and services by the businesses directly engaged in 
exploration, development, and production 

• High wages of the oil and gas industry 

• Significant revenues paid by the industry to state and local governments 

Although direct oil and gas employment would taper off as OCS production declines, total 
employment could remain high due to the effects on the rest of the economy from the economic 
expansion associated with OCS development. These effects include increased public and private 
wealth, the expansion of in-state businesses offering goods and services to other Alaska businesses and 
households, expansion of local markets creating more competition and lower costs, and enhanced 
economic stability from reduced seasonality. 


^ The ratio of total to direct OCS employment, commonly referred to as the employment multiplier, is 
approximately 5.9 over the entire period, a level consistent with historical oil and gas activities in the state. If the 
ratio is calculated as total divided by direct plus government employment, since Alaska government 
employment is driven by oil revenues, the multiplier is 3.4. 
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It is estimated that total annual average employment from OCS development — including all the 
direct, indirect, and induced employment — could be about 35,000 per year on average through 
2057, with a peak employment of over 50,000 in 2038. Total wages and salaries associated with OCS 
development over the 50-year period are estimated to be about $72 billion (2007$). 

Figure ES-3. Potential Total Employment Effects from OCS Development by Category 


50,000 


40,000 


30,000 


20,000 


10,000 


0 

2008 2012 2016 2020 2024 2028 2032 2036 2040 2044 2048 2052 2056 

jo Dire ct ■ Infrastructure □ Suppo rt □ State-Local j 

Source: Northern Economics, Inc. and ISER estimates. 

As shown earlier in Table ES-1, 35,000 direct, indirect, and induced jobs could be created in different 
sectors of the economy. The majority of the total employment, about 22,000, would be in the 
support sector, which includes trade, services, and other related businesses. These businesses provide 
goods and services to other Alaska businesses as well as Alaska households. Projected infrastructure 
employment consists of about 3,000 workers in the transportation, communications, public utilities, 
and business services sectors that work closely with the petroleum industry. State/local government 
employment includes all the public sector jobs; OCS development is estimated to generate 4,000 
public sector jobs. 



Employment bv Place of Work and bv Place of Residence 

Based on history, workers will come from throughout the state and elsewhere to take the on-site jobs. 
Given the current distribution of North Slope oil and gas industry workers around the state, it is 
anticipated that residents of Anchorage, Kenai, and the Matanuska-Susitna (Mat-Su) Borough could 
capture a large share of the potential employment. The opportunity exists for rural residents of the 
state, particularly residents of the North Slope Borough and other areas in proximity to the three OCS 
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areas, to capture a larger share of these jobs than shown in Table ES-5, which is based on past 
employment data. Table ES-5 shows the incremental increase in annual average employment by place 
of work and by place of residence resulting from the development scenarios in all three OCS areas. 


Table ES-5. Estimated Annual Average Employment Generated from Potential OCS Development 
by Place of Work and by Place of Residence 


Place 

Direct 

Total Employment 

Direct indirect + induced 

Place of Work 

Place of 
Residence 

Place of Work 

Place of 
Residence 

Anchorage 

800 

2,500 

15,000 

16,000 

Mat-Su Borough 


500 

3,000 

3,000 

Kenai Peninsula Borough 


500 

2,000 

3,000 

Fairbanks North Star Borough 

<100 

250 

3,000 

3,000 

Aleutians East and West 

600 

100 

1,000 

1,000 

North Slope Borough 

4,500 

<100 

6,000 

2,000 

Balance of State 

- 

<100 

5,000 

5,000 

Outside Alaska 

- 

2,000 

- 

2,000 

Total 

6.000 

6.000 

35,000 

35,000 


Source: Northern Economics and ISER estimates. Distribution of workers by place of residence is based on 
Alaska Department of Labor and Workforce Development data. 


Direct Petroleum Revenues 

Federal, state, and local governments could directly benefit from offshore oil and gas development 
with three potential streams of revenues — property tax revenues, corporate income tax revenues, and 
revenues from OCS leases, The estimated incremental revenues from OCS development accruing to 
the state and local governments are shown in Table ES-6. 
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Table ES-6. Summaiy of Potential Cumulative Direct Revenues to the State and Local Governments, 2008 to 

2057 (in Billions of 2007S) 

Entity 


Amount 

State of Alaska 

■■■■■ 


Property Tax 


0.4 

Corporate income Tax 


1.0 

Shared Lease Payments 


- 

Impacted Local Governments 


4.5 

North Slope Borough 

Property Tax 


3.5 

Aleutians East Borough 

Property Tax^ 


1.0 

Total Alaska: 


5.8 


Source: Northern Economics Inc. and iSER MAP model estimates. 
Notes: 


(1 ) The sum of the amounts may not equal the total due to rounding. 

(2) The potential revenue effects shown above reflect the base case analysis that is based on the Energy 
Information Administration’s price projection; a relatively conservative long-term average price of about $65.50 
per barrel of oil and $6.40 per million Btu's of gas (in 2006 dollars). 


Property taxes vyould primarily be generated from the new onshore facilities that could be built to 
support the offshore operations of the industry. The state collects a property tax on oil and gas related 
facilities within its boundaries, which it shares with local political jurisdictions where those facilities 
are located, if the local government chooses to impose a property tax. 

The state also imposes a corporate income tax on petroleum activity within the state.® The federal 
government collects revenues from bonus bids, rental payments, and royalty payments from the 
offshore activity, A portion of these federal revenues is shared with the state, which in turn may 
distribute a portion to some local governments. 

Given the current OCS revenue sharing system in Alaska, all lease revenues from OCS areas directly 
accrue to the federal government except for a portion of revenues from leases In the 8(g) zone’ and 
funds allocated through the Coastal Impact Assistance Program (CIAP) that are shared with the state 
and coastal political subdivisions. Under the current system, Alaska would receive a 27 percent share 
of OCS lease revenues from the 8(g) zone and a share of the CIAP Funds that are allocated among 
different producing states based on a formula. The CIAP funds however are temporary and may not 


’ For this analysis, the potential revenue benefits atxrue to the North Slope Borough (NSB) and the Aleutians 
East Borough (AEB), assuming that all support base, produraion, and transportation facilities would be built 
within the geographic jurisdiction of these two Boroughs. It is of course possible that industry would choose to 
locate some facilities in other areas such as the Northwest Arctic Borough or the Lake and Peninsula Borough, 
or the City of Unalaska. Also, it is assumed that the Aleutians East Borough would ultimately levy a property tax 
similar to the North Slope Borough. Again, the findings presented here are contingent on the assumptions about 
likely development and production activities as described in the scenarios for each OCS area. 

® A share of world income is attributed to Alaska based upon the share of property, sales, and extraction within 
the state. 

’ This three-mile wide band extends from the 3-nautical mile state-federal demarcation line seaward to 6-nauticai 
miles offshore. 
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be available after federal fiscal year 2010. It should be noted that lease sales in 2007 and 2008 are 
expected lo generate a significant increase in CIAP funds to Alaska, especially given the successful 
Chukchi lease sale held in 2008.'“ In the OCS development scenarios developed for this study, the 
Beaufort Sea would be the only OCS area with 8(g) producing leases. 

Without a change in the current revenue sharing arrangement, the state and local governments are 
expected to receive direct revenues from OCS development of about $5.8 billion (2007$) — mostly 
from leases located between three nautical miles to six nautical miles offshore (referred to as the 8(g) 
zone), a share of the Coastal Impact Assistance Program (CIAP) funds, which is due to sunset in 2010, 
and taxes on corporate income and on-shore properties. 


Potential State Population and State Fiscal Effects 

The new jobs generated by OCS development could lead to an increase in statewide population that 
averages 49,000 over the projection period — about five percent higher than projected population 
without OCS activity. The population increase would consist mostly of families, including infants, 
children, and seniors, although the majority of new Alaskans would be working age adults. 

The population increase would place new demands on state government, which funds the majority of 
public services in Alaska either directly or through transfers to local governments. The most important 
state-provided public services sensitive to population are education, health and social services, 
corrections, the University of Alaska, transportation, and public safety. 

The cost of OCS development to state government would consist of the cost of providing services to 
the new population as noted above (estimated at $8.6 billion) as well as the cost of administering 
OCS programs (estimated at $0,2 billion). In total, the incremental cost to the state of Alaska from 
OCS development is estimated to be $8.8 billion (2007$). 

Total direct and indirect revenues generated by the OCS development scenarios presented here could 
amount to $15.3 billion (2007$), which could pay for the new public services as well as produce a 
revenue surplus that could be used by the slate for any purpose. Total revenues would include the 
direct OCS petroleum revenues, plus general tax revenues of $3.9 billion and spinoff or indirect 
revenues from other petroleum activity of $10.1 billion. 

The general tax revenues would come primarily from income taxes paid by the new workers. In the 
baseline projection (without OCS development), there is a fiscal assumption of a state personal 
income tax based on the fact that revenues from existing sources are projected to decline in future 
years, thus requiring new sources of revenues to fund the state budget. To be consistent with that no- 
OCS assumption, it is assumed that the state government utilizes the potential of the $72 billion 
(2007$) of wages and salaries generated by OCS activity to help to pay for the new public services. 

Indirect or spinoff revenues from other petroleum activity are difficult to quantify, but the history of 
development at Prudhoe Bay demonstrates their importance. Four sources of indirect revenues are 
identified that arise from the lower cost of petroleum production and transportation generated by 
OCS development (Table ES-3 summarizes the estimated indirect revenues from each source): 

• It is estimated that $5.7 billion (2007$) in additional revenues to the state could be collected on 
non-OCS oil production due to the increase in TAPS throughput with OCS oil from the Beaufort 
and Chukchi Seas. If OCS oil is transported through TAPS, the higher volume of throughput 


Due to an Increase in OCS revenues generated by the recent Chukchi Lease Sale 193, MMS has estimated 
that the state of Alaska's annual CIAP allocation will increase from approximately $2.5 million in 2007 and 2008 
to be between $29 million and $41.2 million for 2009 and 2010. 
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would reduce the TAPS tariff and would extend the life of TAPS. The associated reduction in tariff 
would in turn raise the wellhead price of North Slope oil. An increase in the wellhead price would 
increase the tax base and revenues from the state prcxiuction tax and corporate income tax and 
also increase state royalties. And, in the absence of OCS oil throughput, TAPS is anticipated to 
shut down when it reaches the minimum technically viable level of daily throughput — estimated 
at 200,000 barrels per day — which could be reached in 2046. Because this shut down would 
leave oil worth billions stranded on the North Slope, some alternative to move the oil to market 
could be deployed. It is assumed that a marine transport system would be used to move the 
remaining oil to market at an estimated cost of $15 per barrel (S2007). 

• A higher wellhead value resulting from higher TAPS pipeline throughput because of OCS oil is 
also anticipated to have a stimulating effect on exploration and development of North Slope 
reserves. The average increase in wellhead value due to higher TAPS throughput is estimated to 
be six percent. The effect would be similar to an increase in industry activity due to higher oil 
prices or a reduction in taxes. Based on studies of the sensitivity of North Slope production to the 
price of oil, as well as observations that higher prices stimulate the development of satellite fields 
(smaller accumulations of oil that are adjacent to larger fields), it is estimated that this stimulating 
effect could result in an increase in oil production equal to 1 41 million barrels over the projection 
period. This could translate to an increase in state revenues of about $2 billion. 

• The addition of OCS natural gas to throughput of the pipeline moving North Slope gas to market 
is estimated to increase state revenues by $1 .2 billion. Although the pipeline capacity would need 
to be expanded to accommodate this additional throughput, expansion could be done at a cost 
that would reduce the tariff on all the gas moving through the line. Like the reduced oil pipeline 
tariff, this would raise the wellhead value of the gas and increase state revenues from the 
production and income taxes as well as royalties. 

• Finally, the presence of additional petroleum infrastructure and its geographic distribution 
suggests that there could be opportunities for the development of fields that are in close 
geographic proximity to OCS infrastructure or that could share OCS facilities that would not be 
developed without those advantages. An expanded support industry due to OCS developments 
could also be the source of cost savings that could make some marginal fields economically 
attractive. The potential production and revenues from these latter effects could be very large 
indeed, but they are virtually impossible to quantify. However, to demonstrate the potential 
magnitude of these effects on state revenues, it was assumed that cumulative North Slope 
production is increased by two percent— 87 million barrels — as a result of these effects. This 
could generate $1.2 billion (2007$) in additional state revenues from production and corporate 
income taxes and royalty payments to the state. 

In addition to the benefits noted above, the potential for OCS development will be an important 
factor in reducing risks for the proposed natural gas pipeline from the North Slope to Lower 48 
markets. At this time, there are not sufficient gas reserves to operate the gas pipeline for the 20 to 25 
years that will be necessary to finance the pipeline; the natural gas shippers who must commit to 
moving gas in the pipeline for that period of time will need confidence that other natural gas 
resources can be found, and studies by the Minerals Management Service and others indicate that the 
OCS has some of the largest natural gas resources in Alaska. Knowledge of this potential resource 
reduces the financial risk to the shippers that commit to the natural gas pipeline project. 
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local/Regional Population and Fiscal Effects 

Local economic impacts will be most significant in the regions adjacent to the basins where OCS 
activity occurs. As noted earlier, onsite employment in the North Slope Borough could average 45 
percent higher with OCS development, while employment in the Aleutians region could be 11 
percent higher. Although the percent increases in resident employment and population could be less 
than the increase in onsite employment, the increases in population as well as other local 
requirements to deal with the costs associated with development could require considerable new 
local revenues. 

The OCS revenues that flow to the directly impacted regions would come primarily from a share of 
the state property tax based on the value of petroleum facilities onshore in their region. Under the 
fiscal regime, where no federal lease revenues are shared with the state and local governments, 
directly impacted local governments would rely on the property tax to pay for government services. 
The estimated cumulative OCS-related property tax revenues to the North Slope Borough could be 
$3.5 billion. This could be in addition to an estimated $7 billion over that same period without OCS 
development. The OCS revenues could serve to offset the decline in revenues associated with falling 
onshore oil production. The estimated cumulative OCS-related property tax revenues available to the 
Aleutians region could be $1 billion. Currently, the tax base of that region is quite modest and so the 
OCS development would represent a large increase in potential revenue generating capacity. 

Given these estimates, directly impacted local governments could have sufficient revenues from 
property taxes to cover any costs associated with OCS development. However, their ability to 
adequately fund public services ultimately depends on the specific public costs associated with OCS. 
Greater sharing of federal lease revenues with the state and local governments, higher prices, and 
higher production all mate it more likely that local costs can be fully offset by OCS revenues. 

Much of the population impact from OCS development would be outside the directly impacted 
regions, and local governments throughout the state would be faced with additional costs associated 
with that additional population. Most of the population impact would be in urban Alaska where the 
existing tax base, primarily a combination of local sales and property taxes, is responsive to population 
growth. Based on the assumptions outlined in this study, the expanded state fiscal capacity (under the 
OCS development scenarios presented here) should be sufficient to cover these costs. 

Finally, as with any other large industrial development, there could be social and environmental 
effects associated with offshore oil and gas development, and industry as well as state and local 
governments should continue efforts in developing and implementing programs or regulations 
designed to mitigate the potential effects of oil and gas development on the environment and social 
institutions. 
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1 Introduction 


shell Exploration & Production (Shell) contracted with Northern Economics, Inc. and the Institute of 
Social and Economic Research, University of Alaska Anchorage (ISER) to analyze economic effects that 
could accrue to the State of Alaska and affected boroughs and communities from development 
activities in three outer continental shelf (OCS) areas of Alaska; 

1) The Beaufort Sea; 

2) The Chukchi Sea; and 

3) The North Aleutian Basin. 

This study quantifies the potential economic benefits of the petroleum industry's future exploration, 
development, and production activities in terms of jobs and government revenues, as well as the 
associated population and fiscal effects on the state. 

The first step in the analysis involved developing scenarios, or possible futures, that reflect possible 
industry-wide exploration, development, and production activities in each of the three Alaska OCS 
areas. The scenarios include assessments of oil and gas resources, expected levels of exploration 
activities such as seismic surveys and exploratory drilling, development of oil and gas fields, and 
required infrastructure, production volumes, and operations and maintenance activities given 
assumed production levels. These scenarios are the basis for determining the level of manpower 
requirements, as well as the amount of tax revenues and royalty payments that could potentially 
accrue to the State of Alaska and local governments. Section 3 of this report discusses in detail the 
scenarios for OCS development in the Beaufort Sea, Chukchi Sea, and North Aleutian Basin. 

The next step involved estimating the direct effects associated with the oil and gas development 
scenario for each of the OCS areas. To estimate the direct employment and revenues, the Economic 
Impact Model for Petroleum Activities in Alaska (IMPAK model), which was originally developed for 
the Minerals Management Service (MMS), was modified for use in this study. The model provided 
information on input requirements, particularly manpower requirements, for exploration, 
development, and production activities that are specific to offshore oil and gas development. The 
model was significantly modified to reflect the OCS development scenarios developed in this study, 
more current technologies, offshore infrastructure that is more suitable for arctic conditions and 
greater water depths, and additional onshore infrastructure. A separate model was developed to 
capture different state and local tax mechanisms and adding local property tax payments. Outputs of 
direct annual employment in the oil and gas industry, and annual revenues from OCS activity were 
inputs for a second model. Section 4 of this report discusses the direct employment and revenue 
estimates for each of the OCS areas. 

The third step involved estimating the secondary effects (or the indirect and induced effects) of OCS 
activities on a statewide and a regional level using the Man in the Arctic Program (MAP) model 
developed by ISER. The MAP model is an econometric model of the Alaska economy designed to 
analyze the economic, fiscal, and demographic effects of oil and gas development on the state and its 
regions. It was originally developed by ISER in the 1970s and has been continuously refined and 
updated for use in determining future effects of many different types of real and potential economic 
development activity. The model has also been the basis for several MMS studies of oil and gas 
development. The results of the MAP model and a discussion of the secondary effects (including state 
and local fiscal effects) of oil and gas development in each of the OCS areas are presented in 
Section 4. 


NofthernEconomics 


1 



213 


Economic Analysis of Future Offshore Oil and 6as Development: Beaufort Sea, Chukchi Sea, and North Aleutian Basin 


Finally, a sensitivity analysis was conducted to look at the economic effects, particularly the revenue 
effects, under higher oil and gas price assumptions. The results of the sensitivity analysis are presented 
in Section 5 of this report. 
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2 Background Information and Assumptions 

To provide context for the economic analysis, a brief review of the OCS Oil and Gas Leasing Program 
and general assumptions about the future of the economy of Alaska are discussed in this section. 
These assumptions about the economy are used in the MAP model as the baseline assumptions 
without OCS development — the baseline against which the economic effects of OCS development 
are compared. 

In the early 1980s active leasing and exploration in the Alaska Outer Continental Shelf (OCS) was 
driven by rapidly increasing crude oil prices and access to new, high potential areas. However, after 
some disappointing failures (Mukluk) and declining oil prices in 1986, the industry retreated from the 
Alaska OCS and focused on lower risk projects elsewhere. Increasing petroleum prices and acreage 
availability in the past five years have created renewed interest in exploring for oil and gas in Alaska 
OCS areas. The Minerals Management Service's (MMS) Beaufort Lease Sale 195 was the most 
successful (tracts and high bids) Beaufort Sale since 1988. The MMS Chukchi Lease Sale 193 held in 
February 2008, collected $2.66 billion in high bids for 488 tracts. Sale 193 was the biggest lease sale 
(onshore or offshore) in Alaska's history. More lease sales are planned in the Beaufort Sea, Chukchi 
Sea, and the North Aleutian Basin as part of MMS's 5-Year tease Plan for the 2007-201 2 period. 


2.1 OCS Oil and Gas Leasing Program 2007-2012 

The Secretary of the Interior approved the OCS Oil and Gas leasing program (Five-Year Program) for 
2007-2012 on )uly 1, 2007. The Beaufort Sea, Chukchi Sea, and North Aleutian Basin are 3 of the 26 
planning areas covered by the Five-Year Program. The lease sale schedule for the current Five-Year 
Program is shown along with the previous Five-Year Program in Table 1. The current Five-Year 
Program includes one planned lease sale in Cook Inlet, but Cook Inlet is outside the geographic scope 
of this analysis. 
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Table 1 . MMS Lease Sale Schedule for Alaska Planning Areas 

Sale Location and Number 

Year Scheduled 

Current 5-Year Program (2007-2012) 


Chukchi Sea Sate 193* 

2008 

Beaufort Sea Sale 209 

2009 

Cook Inlet Sale 211 

2009 

Chukchi Sea Sate 212 

2010 

Beaufort Sea Sale 217 

2011 

North Aleutian Basin Sate 214 

2011 

Chukchi Sea Sale 221 

2012 

Previous 5-Ycar Program (2002-2007) 

Month/Year Held 

Beaufort Sea Sate 202* 

April 2007 

Cook Inlet Sate 199 

May 2006 

Beaufort Sea Sale 195* 

March 2005 

Chukchi Sea/Hope Basin Sale 193 

2004 (delayed to 2008) 

Cook Inlet Sale 191* 

May 2004** 

Norton Basin Sale 188 

September 2004 

Beaufort Sea Sate 186* 

September 2003 


Sources; Minerals Management Service. Alaska Lease Sales Schedule, http://www.mms.Qov/1d/AKsaies.htm . 
and Proposed Final Outer Continental Shelf Oil & Gas Leasing Program 2002-2007, 
http://www.mms.aov/itd/Pubs/NoNumbers/Proposed%20Final%2020Q2-2Q07 Pdf 
Note; * denotes sale held. ** denotes no bids received. 


2.2 Assumptions and Projections about the Future Economy of the State of 
Alaska 

The economic effects that could accrue to the State of Alaska and affected boroughs and communities 
from development activities in the outer continental shelf (OCS) of Alaska are contingent upon the 
underlying economic and demographic conditions that will exist at the time of those development 
activities. Although it is impossible to know exactly what the Alaska economy will look like during the 
next 50 or more years, an underlying economic and demographic projection that represents a set of 
reasonably foreseeable conditions can be developed. 

The MAP model developed by iSER is used in this analysis. The MAP model is an economic and 
demographic projection model. This model projects annual state and regional population, 
employment, fiscal activity and other variables based on assumptions about future activity of the basic 
industries of the economy as well as other conditions presumed to influence the economy in future 
years. This model has been used extensively in past MMS studies of the economic and demographic 
effects of OCS development in Alaska, and is continuously revised and updated to incorporate new 
information about the economy and population as it becomes available. 

The assumptions about future basic industry activity and other economic conditions that produce the 
projections are summarized in this sertion. Using the model with different sets of reasonably 
foreseeable conditions allows the sensitivity of the effects of OCS development to variations in those 
conditions to be examined. Since the focus of the analysis is on the economic effects of OCS 
development, a single underlying economic and demographic projection is presented. Additional sets 
of assumptions were developed to conduct sensitivity analyses. 
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The core of the model is a set of assumptions about future conditions for Alaska's basic industries — in 
particular petroleum, mining, seafood, tourism, military, and civilian federal operations. The level and 
characteristics of activity in these industries will largely determine the rate of growth of the economy 
as well as ils characteristics. Continued strength in the petroleum, mining, and tourism sectors as well 
as stability in seafood, military, and civilian federal operations are assumed. 

The long term assumptions about petroleum price are based upon the most recent projections from 
the 2008 Annual Energy Outlook of the Energy Information Administration of the US Department of 
Energy. The report projects the price of crude oil to fall in a range between $56 and $8.3 per barrel 
(2006$) and the price of gas to fall in a range between $.5.8 and $7.4 per mmBtu (2006$) through 
2030. Beyond that time a growth rate of 0.5 percent per annum (in real $) is assumed. 

The projection of Alaska crude oil production is taken from the Alaska Department of Natural 
Resources through 2026. Thereafter it is projected to decline at an annual rate of 4 percent. Based on 
these assumptions, cumulative production between 2007 and 2057 is projected to be 7.7 billion 
barrels. 

The projection of Alaska natural gas production assumes a rate of 4.5 BCF per day beginning in 2020 
and continuing through 2057, resulting in a projected cumulative production of over 62 TCP through 
2057. 

No petroleum activity is assumed for ANWR and in the absence of OCS activity, petroleum 
employment peaks in 2021 and slowly declines as oil production falls off even as gas production 
remains constant. Furthermore, the existing Trans-Alaska Pipeline System (TAPS) is anticipated to shut 
down when it reaches its minimum technically viable level of daily throughput (estimated at 200,000 
barrels per day) which could be reached in 2046. It is assumed that a marine transport system would 
be used to move the remaining oil to market. A natural gas pipeline from Alaska's North Slope to the 
Midwest is assumed to be completed in 2020. The current tax and royalty regime is the basis for 
projecting future state and local revenues from oil and gas activities. 

Mining activity in Alaska is projected to expand with the addition of several world-scale projects 
including the Donlin Creek and Pebble mine prospects. Tourism continues to grow consistent with its 
historical pattern of expansion. International air cargo operations and the growing population of 
retirees also contribute to an increase in jobs and income for the state in future years. 

Also consistent with past performance, it is anticipated that military spending, seafood harvesting and 
processing, and federal civilian operations will continue to be important contributors to the economy 
but will not drive growth in the future. 

Employment, income, and population will continue to expand based upon the growth and continued 
strength in these industrial sectors with most of the growth concentrated in Southcentral Alaska. In 
contrast, growth of the smaller outlying regions of the state will be slower. 

State revenues will continue to be highly dependent upon petroleum, including natural gas in the 
future, but declining production will gradually erode the ability of the state to finance the stale budget 
entirely from current sources. When that occurs, the fiscal structure of the state government will 
adjust. Growth in state expenditures will slow as real per capita state expenditures trend downward 
towards the historical average. A personal income tax, similar in form to the one eliminated in 1980, 
will be re-imposed. In addition, the portion of the earnings of the permanent fund allocated to the 
annual dividend will be reduced and a share of the annual earnings will be appropriated to support 
state spending. The composition of goods and services provided by state and local governments will 
continue to be the same as today. However, it is expected that the level of support provided from 
federal sources will decline as entitlements consume an increasing share of the federal budget. 
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3 OCS Exploration, Development, and Production Scenarios 

The OCS development scenarios were developed based in part on previous reports prepared by the 
Minerals Management Service (MMS), as well as on insights provided by industry, MMS staff, and 
state and local government staff. MMS has developed exploration, development, and production 
scenarios for environmental impact statements and environmental assessments associated with their 
lease sales. These MMS scenarios were used as a starting point in developing the scenarios for this 
study, but modifications were made in light of more recent information regarding resource 
assessments, petroleum prices, technology, and the prospect of a gas pipeline project in Alaska. When 
the EiS was written for the Chukchi Sea Lease Sale 193, MMS did not consider construction of a 
natural gas pipeline on the North Slope as a "reasonably foreseeable event" and as a result, MMS did 
not include development of natural gas in their evaluation. Construction and operation of a gas 
pipeline however, is a major base case assumption in this analysis and therefore, natural gas is 
assumed to be an economically viable resource in the Chukchi Sea and the Beaufort Sea. This study 
also assumes more current petroleum price projections provided by the Energy Information 
Administration (EIA). Furthermore, this analysis considered the most current MMS resource 
assessment for Alaska OCS areas. In preparation for the 2007-2012 Five-Year Program, MMS revised 
its assessments of the undiscovered oil and gas resource potential of the Alaska Outer Continental 
Shelf, The 2006 resource assessment was used as the basis for the development and production 
scenarios in this study. 

Table 2 summarizes this study's major assumptions in the scenarios for the Beaufort Sea, Chukchi Sea, 
and the North Aleutian Basin. The exploration, development, and production scenarios represent one 
of many possible ways that OCS development in Alaska might occur. A great deal of uncertainty exists 
about the specific location and timing of future exploration and development activities, oil and gas 
production volumes, and future prices of oil and gas products. Therefore, it is important to note that 
future OCS development will not occur in the exact manner described for the next 50 years in these 
OCS development scenarios. However, in attempting to estimate the magnitude of the economic 
effects of OCS development, it is necessary to describe a reasonable possible future. 

The next sections of this report describe the scenarios for the Beaufort Sea, Chukchi Sea, and North 
Aleutian Basin, respectively. Each scenario includes a discussion of the size and location of each lease 
sale, estimates of available resources, descriptions of the facilities and activities required to develop 
the resources in that location, oil and gas production volumes, specification of transportation options, 
and location of onshore support bases. These resource estimates and other information in the 
scenarios feed into the manpower model (IMPAK) and a revenue model and the outputs from these 
models — direct employment and revenue effects — feed into the MAP (Man-in-the-Arctic Program) 
model that generates the economic impact findings. 


' ’ These assessments can be found in the MMS document entitled the Alaska OCS, Undiscovered Oil and Gas 
Resources, Alaska Federal Offshore as of 2006. 
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Table 2. Summary of OCS Development Scenarios 




Beaufort 

Chukchi 

North Aleutian 

Total 

Resource Size (Mean) 






Oil and condensates (billion barrels) 


5.97 

8.38 

0.71 

15.06 

Gas (trillion cubic feet) 


15.94 

34.43 

7.65 

58.02 

Exploration 






Exploration/Dehneation Wells 


47 

43 

10 

100 

Exploration Rig Seasons 


31 

27 

8 

66 

Development .j; 






No. of offshore production platforms 


7 

4 

2 

13 

Offehore/Onshore pipelines (miles) 


235 

680 

300 

1,215 

Shore bases / facilities 






Marine terminal 


yes 

yes 

yes 


Liquefied Natural Gas (LNG) facility 


no 

no 

yes 


Production facility 


yes 

yes 

yes 


Support base 


yes 

yes 

yes 


Production 

R ■ 





Yean*' oil flows 


2019 

2022 

2021 


Year 1*' gas flows 


2029 

2036 

2022 


No. of producing fields 


7 

4 

2 

13 

Total cumulative volume produced (through 2057) 





Oil & gas (billion barrels of oil equivalent) 


6.34 

6.16 

1.29 

13.69 

Oil & condensates (billion barrels) 


5.10 

4.79 

0.39 

10.18 

Gas (trillion cubic feet) 


6.96 

7.78 

5.08 

19.82 

Daily peak production 






Oil & condensates (barrels per day) 


1,165,707 

565,472 

105,074 


Gas (million cubic feet per day) 


883 

1,421 

661 


Note: The resource size estimates are from the 2006 MMS Resource Assessment. The numbers shown in the 


table are the mean undiscovered economically recoverable resource estimates (UERR) assuming resource 
commodity prices of $60 per barrel of oil and $9.07 per thousand cubic feet of natural gas, 


Activity Schedule 

Figure 1 shows a potential schedule for exploration, development, production and abandonment 
activities from 2008 through 2057. The figure shows the expected years for first oil and gas 
production under the scenarios for each basin. The first gas production in the Beaufort Sea is assumed 
to occur with the first expansion of the proposed natural gas pipeline in 2029, nine years after initial 
throughput of the gas pipeline. First gas production from the Chukchi Sea is assumed to occur in 2036 
with the second expansion of the natural gas pipeline. Both of these expansions are anticipated to 
reduce the gas pipeline tariff. 

The Beaufort scenario assumes that production would stilt be ongoing in 2057 when the study period 
ceases. The relatively late discovery and production from expected large resources in the Chukchi Sea 
result in no platforms being abandoned during the study period. The smaller field sizes expected in 
the North Aleutian Basin result in the fields ceasing production and the platforms being abandoned by 
2044. 
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Figure 1 . Schedule of Activities for Beaufort, Chukchi, and North Aleutian Basins, 2008-2057 

Year 

08 10 12 14 16 18 20 22 24 26 28 30 32 34 3 $ 38 40 42 44 46 48 50 52 54 56 58 


Exploration 


Chukchi Sea 


Exploration 


Development 


Abandonment 


(later in time) 


North Aleutian 


Exploration 


A First on ♦ First Gas ■ TAPS closes without OCS 

Source: Northern Economics, Inc, assumptions 


3.1 Beaufort Sea Scenario 

MMS has held numerous lease sates for this planning area and two more are expected during the 
2007-2012 planning period, Beaufort Sea Lease Sale 209 is scheduled for 2009 and Sale 217 for 
2011. MMS conducted Beaufort Sea Lease Sales 186, 195, and 202 as part of its 2002-2007 Five- 
Year Program and additional sales are included in the 2007-2012 Five-Year Program, The most recent 
sale was held in April 2007 and was the most successful Beaufort Sea Sale in 17 years. Because of all 
this activity, numerous planning and other types of documents were available to help develop a 
scenario for the Beaufort, Information regarding Shell Oil's exploration plan for 2007 to 2009 was also 
publicly available, as the company had plans to drill during the 2007 open water season, 

MMS developed several scenarios for the environmental impacts analysis of the 202 lease sale. MMS 
based their scenarios on professional judgments about the petroleum resource potential of the area, 
available technology for offshore development, and historical trends in the oil and gas industry. The 
MMS scenarios assumed concurrent activities in the Beaufort Sea and the National Petroleum 
Reserve-Alaska (NPR-A). The scenario presented here for the Beaufort Sea is based in part on MMS's 
exploration and development scenarios. However, as mentioned previously, this study adopted a 
number of assumptions that are different from the MMS scenarios. Some of the major modifications 
in the scenarios adopted in this study include: 

1) Production timing — recent setbacks in exploration activities in the Beaufort OCS and 
feedback from industry indicated that it would be more realistic to assume a delay in 
production from the Beaufort; this study therefore assumes a longer lag between exploration 
and first production, with first oil flowing in 2019 rather than 2014 as assumed in the MMS 
scenarios for the Beaufort. 

2) Resource assessment — this study uses the MMS 2006 resource assessment; this updated 
resource assessment shows higher recoverable resource estimates in the Beaufort Planning 
area. This study assumes higher production volumes than what were assumed in the MMS 
scenarios. 
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3) Gas production — as noted earlier, this study assumes that a gas pipeline to transport North 
Slope gas to markets outside of Alaska is going to be operational by 2020. This study assumes 
gas production from the Beaufort OCS. 

4) Onshore facilities — the MMS scenarios assumed that existing infrastructure in the North Slope 
would be utilized to support production from the Beaufort OCS; this study however assumes 
that new onshore infrastructure would be required to support the higher volumes of oil and 
gas production from the Beaufort OCS. 

The following subsections discuss the Beaufort Sea scenario in more detail. 


3.1 .1 Size and Location of Program Area 

Figure 2 shows the Beaufort Sea Lease Sale 202 lease areas and the blocks deferred from the sale 
area, while Figure 3 shows leases in program area asof january 2007. 


Figure 2. Program Area, Beaufort Sea, Lease Sale 202 
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Source; MMS 

http://www.mms.gov/alaska/cproject/beaufortsale/Sale202/FNOS/Locator%20Map%20SaIe%20202.pdf 
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Figure 3. Beaufort Sea Existing leases as of January 2007 
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Source: MMS http://www.mms.gov/alaska/cproject/beaufortsale/Sale202/bfJeases.pdf 


In addition to the leases appearing in the above map, oil companies bid for 127 out of 1,794 whole 
or partial exploration blocks offered for Sale by MMS in April 2007. The blocks and partial blocks up 
for sale accounted for 9.4 million acres. Lease sale 195 was the most successful Beaufort Sea lease 
sale since 1 988 when companies bid on 1 21 out of 338 partial or full blocks. In Lease Sale 1 86 held 
in 2003, oil companies bid on 34 out of 1,806 partial or full blocks. In Lease Sale 202 held in 2007, 
the most intense bidding was around the 1980s Hammerhead offshore discovery. Hammerhead is 
located approximately 20 miles offshore north of the onshore Point Thomson gas and condensate 
field. 

The near shore area of the Beaufort has an extensive history of exploration with several oil and gas 
discoveries. The Northstar field that includes mostly state, but some OCS resources started production 
in 2001 . Oooguruk, a more recent discovery in state waters, started production in June 2008 and 
Liberty, which is an offshore discovery in federal OCS waters, is proceeding to production. 

According to the Environmental Assessment for Shell Offshore, Inc., Beaufort Sea Exploration Plan, 
open-water exploration drilling and testing might occur in any of 12 leases on six specific prospects 
(See Figure 4 for Shell's lease blocks). Three of the prospects are located in Camden Bay: Sivuiliq, 
Lonestar, and Olympia. Sivuiliq (formerly Hammerhead) is Shell's first priority and is located in the 
western part of the bay in 90 to 1 10 feet of water and about 45 miles east of Cross Island. The fourth 
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and fifth prospects are located about 25 and 40 miles east of Baxter Island and are about 10 miles 
offshore. Cornell — the sixth prospect — is located about 20 miles north of the Colville River Delta. 

Figure 4. Location of Shell Leases in the Beaufort Sea 



Source: MMS http;//wvvw,mms,gov/alaska/cproject/beaufortsale/Sale202/bfJeases.pdf 


3.1.2 Resource Estimates 

Table 3 shows the results of the MMS 2006 resource assessment for the Beaufort Sea OCS. The table 
shows that the Beaufort Sea planning area has estimated technically recoverable oil and gas resources 
ranging from 527 million to 36 billion barrels of oil-equivalent energy (BOE). These estimates 
represent the potential quantities of undiscovered hydrocarbons that can be conventionally produced 
using existing or reasonably foreseeable technology, without any consideration of economic feasibility. 
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Table 3. 2006 Beaufort Sea Resource Assessment; Undiscovered Technically Recoverable Oil and Gas 

Resources (UTRR) 


Resource Commodity 

F95 

Mean 

F05 

BOE (MMBOE) 

527.0 

13,142.0 

36,078.0 

Total Gas (TCFG) 

0.6 

27.6 

72.2 

Total Liquids (MMBO) 

412.0 

8,224.0 

23,235,0 

Free Gas (TCFG) 

0.3 

23.8 

61.0 

Solution Gas {TCFG) 

0.3 

3.9 

11,2 

Oil (MMBO) 

405.0 

7,224.0 

20,625.0 

Condensate (MMBC) 

7.0 

999.0 

2,611.0 


Source: Minerals Management Service, 2006 Oil and Gas Assessment; Beaufort Sea Planning Area (Alaska)- 
Province Summary. 

Notes: F95= 95% chance that resources will equal or exceed the given quantity. F05= 5% chance that resources 
will equal or exceed the given quantity. MMBOE= total oil and gas in millions of barrels-of-oil equivalent, where 1 
barrel of oil = 5,620 cubic feet of natural gas. MMBO= millions of barrels of oil. TCFG = trillions of cubic feet of 
gas. MMBC= millions of barrels of condensate. 


Table 4 shows the mean undiscovered economically recoverable resource (UERR) estimates by play 
for the Beaufort Sea OCS. The UERR estimates represent the portion of the undiscovered technically 
recoverable resources (UTRR) that can be explored, developed, and commercially produced at given 
costs and price considerations. The UERR estimates shown below assume resource commodity prices 
of $60 per barrel of oil and $9.07 per thousand cubic feet of gas. At these prices, the mean estimates 
of commercially producible resources in the Beaufort could be 5.4 billion barrels of oil (or 5.9 billion 
barrels Including condensate) and 12.84 trillion cubic feet of natural gas (or 15.9 TCF including 
solution gas). 

The resource estimates for each play were used to develop the production scenario for the study. The 
production scenarios are further explained in Section 3.1 .6. 
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Table 4. Beaufort Sea: Mean Risked, Undiscovered, Economically Recoverable Oil and Gas Resources by Play 

(UERR) 


Play Name 

Oil 

Gas 

Condensate 

Free Gas 

Solution Gas 

(MMBO) 

(MMBC) 

(TCFG) 

(TCFG) 

Undeformed Pre-Mississippian Basement 

0 

0 

0 

0 

Endicott 

220 

5 

0.21 

0.24 

Lisburne 

116 

1 

0.06 

0.13 

Upper Eliesmerian 

1,102 

15 

0.81 

1,20 

Rift 

614 

19 

0.71 

0.69 

Brookian Faulted Western Topset 

108 

49 

1,06 

0,02 

Brookian Unstructured Western Topset 

310 

14 

0.3 

0.07 

Brookian Faulted Western Turbidite 

3 

6 

0.11 

0 

Brookian Unstructured Western Tuitidite 

74 

5 

0.1 

0.05 

Brookian Faulted Eastern Topset 

481 

288 

6.22 

0,11 

Brookian Unstructured Eastern Topset 

502 

8 

0.18 

0.11 

Brookian Faulted Eastern Turbidite 

16 

36 

0.71 

0.01 

Brookian Unstructured Eastern Turbidite 

60 

4 

0.08 

0.04 

Brookian Foldbelt 

1,811 

102 

2.29 

0.40 

Sum of AM Plays 

5,417 

551 

12.84 

3.09 


Source; Minerals Management Service, 2006 OH and Gas Assessment: Beaufort Sea Planning Area (Alaska)- 
Province Summary. 

Notes: The assessment was based on $60 per barrel of oil and $9.07 per mcf of natural gas. MMBO= million 
barrels of oil. TCFG = trillion cubic feet of gas. Note on the Sum of all Plays— -play resource values are rounded 
and may not sum to totals reported from basin aggregation. 

3.1.3 Exploration 

The following describes the seismic surveys and exploratory drilling activities assumed in the Beaufort 
OCS. 


Seismic Surveys 

Numerous seismic surveys have been conducted in the federal waters of the Beaufort Sea dating back 
to the 1960s with peak activity in the 1980s. In 1983, MMS issued 23 permits (11 marine and 
123 over-ice 2D (two-dimensional) permits). In 1984, Ihey issued 24 permits including one 3D (three- 
dimensional) over-ice survey, fourteen 2D over ice surveys, and nine 2D marine surveys. Before the 
2006 open water season, more than 100,000 line-miles of 2D and 3D seismic surveys were collected 
in the Beaufort Sea Planning area. Four seismic permits were issued in the 2006. According to the 
scenario, an additional 19 surveys are indicated with 26 exploration and 21 delineation wells. Table 5 
shows the annual seismic and exploration activities in the Beaufort Sea scenario. 
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Table 5. Schedule for Seismic and Exploration Activities in the Beaufort Sea 


Year 

Seismic Activity 

Exploration/Deiineation 

Weils 

Exploration Drilling Rigs 

2008 

2009 

1 

2 

4 

2 

2010 

1 

2 

1 

2011 

2 

3 

2 

2012 

1 

2 

2 

2013 

1 

4 

3 

2014 

2 

3 

2 

2015 

1 

4 

3 

2016 

2 

1 

1 

2017 

1 

3 

3 

2018 

1 

5 

3 

2019 

1 

6 

3 

2020 

1 

3 

1 

2021 

1 

1 

1 

2022 

1 

3 

2 

2023 


3 

2 

Total 

19 

47 

31 


Source: : Northern Economics, Inc, estimates based in part on MMS scenarios in Beaufort Sea Planning Area Oil 
and Gas Lease Sales 186, 195, and 202 Final Environmental Impact Statement. OCS EIS/EA MMS 2003-01, 
February 2003, 


Exploratory Drilling 

According to MMS, because of the water depth and remoteness of the area, exploratory drilling 
operations are likely to use drill ships with ice-breaker support vessels. Bottom-founded drilling 
platforms are precluded because of water depth and possible pack-ice incursions during the open 
water season. The use of drill ships allows the operator to temporarily move off the drill site as 
required. The analysis assumes that because of the short season of open water Ouly to October) that 
only one or two wells could be drilled per season per vessel. Drilling at each site is estimated to take 
60 to 90 days and is affected by target depth and any difficulties encountered during drilling, and 
logging/testing operations. 

Shell's planned 2007 program envisioned the use of two drill rigs each open water season — each rig 
drilling up to two wells between early July and mid-November, weather and ice permitting. Shell's 
drilling activities would have included a drill ship and a floating rig with a 12-point anchoring system 
developed specially for drilling in the arctic with two icebreakers as support vessels each season. 


3.1.4 Development 

The Beaufort development scenario assumes construction of a number of offshore and onshore 
transportation and production facilities. The MMS scenario assumed that where possible, exploration- 
drilling operations and construction, development, and production activities would draw on support 
from existing or upgraded facilities within the Prudhoe Bay or Kuparuk units. This assumption 
anticipates that commercial discoveries would occur in close proximity to Prudhoe Bay or Kuparuk 
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and commercial terms could be reached on cost-sharing. However, a number of the most promising 
prospects are located some distance from the two units so this analysis assumes that a marine 
terminal, a support base, and other facilities are constructed to support the offshore platforms. 

The timing for the construction and installation of platforms and other facilities, including the timing 
for various production activities are shown in Table 6. 

MMS used an assumption that activities would progressively expand away from the core infrastructure 
near Prudhoe Bay, and that smaller discoveries located near existing infrastructure could be 
developed but larger discoveries would be needed as distance from infrastructure increases. Thus the 
Beaufort Sea OCS development scenario has more fields and smaller fields than the other basins. It is 
assumed that there will be seven production platforms in the Beaufort with over 200 production 
wells. 

The production scenario assumes approximately 165 miles of new offshore pipeline and 70 miles of 
new onshore pipelines are built over several years starting in 2016 and this infrastructure ties into the 
existing crude oil transportation system on the North Slope and to the proposed natural gas pipeline. 
New onshore facilities include a marine terminal, a support base {shore base), and a production 
facility. The table below also shows the timing for field abandonment; two fields continue production 
beyond the 2057 timeframe. Abandonment is an activity that generates direct manpower 
requirements and is part of the manpower model. 
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Table 6. Development and Production Activity Schedule for Beaufort Sea 


Year 

install 

Production 

Platforms 

Drill Production/ 
injection Wells 

Construct 
Onshore/Offshore 
Pipelines (Miles) 

Construct 

Onshore 

Facilities 

Abandon 

Platforms 

2016 



35 

3 


2017 

1 

3 

15 



2018 


10 

0 



2019 

1 

13 

25 



2020 

1 

26 

25 



2021 


20 

0 



2022 

1 

13 

25 



2023 


20 

0 



2024 

1 

13 

15 



2025 


20 

0 



2026 

1 

13 

15 



2027 

1 

23 

50 



2028 


20 

15 



2029 


20 

0 



2030 


10 

15 



2031 






2044 






2045 





1 

2046 





1 

2048 





1 

2049 






2050 





1 

2051 






2052 






2053 






2054 





1 

Total 

7 

224 

235 

3 

5 


Source: : Northern Economics, Inc. estimates based in part on MMS scenarios in Beaufort Sea Planning Area Oil 
and Gas Lease Sales 186, 1 95. and 202 Final Environmental Impact Statement. OCS EIS/EA MMS 2003-01 . 
February 2003. 

Note; From 2031 through 2044 there is no activity for the items shown in this table. 

3.1.5 Transportation of Materials, Supplies, and Personnel 

Table 7 shows the vessel and air transport activities that MMS developed in its scenario for the 
Beaufort Sea. The term Permanently in Area indicates that the vessels would be present during drilling 
operations. The 2007 exploration plan for Shell would have used a small fleet of vessels including the 
drillship Discover and the Kulluk, a vessel built specifically for drilling offshore in the Arctic. The fleet 
also would have included two large icebreakers, support vessels for ice management, anchor- 
handling, a new 300 foot oil spill response vessel and an oil spill response barge, and associated tug to 
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carry spill containment and clean-up equipment (Bradner 2007). Shell's plans also included the 
operation of another vessel working on marine subsea hazards and geotechnical soils surveys. 


Table 7. Vessel and Aircraft Traffic to Support Beaufort Exploration 


Type 

Maximum Number in Area 
at any Time 

Trip Frequency or Duration 

Offshore Support Vessels 

12 

Permanently in Area 

Tug Boats 

1 

Permanently in Area 

Anchor Handling/Supply Vessels 

3 

Permanently in Area 

Ice Breaker 

2 

Permanently in Area 

Oil Spill Response Vessel 

1 

Permanently in Area 

Diesel Oil Supply Vessel 

1 

Once per Season 

Fixed Wing Aircraft 

3 

Once per Day 

Helicopter 

3 

Twice per Day 


Source; Minerais Management Service. Environmental Assessment - Beaufort Sea OCS-Y-1743, 1805, 1807, 
1808, 1809. 1817, 1828, 1834. 1841, 1842, 1845. and 1849. OCSEISIEA MMS 2007-009. 


3.1.6 Production 

The production scenario for the Beaufort Sea assumes six oil fields, as assumed in the MMS scenarios, 
and 1 gas field. The gas field was added in this study, and is assumed to result from Lease Sale 217 
(scheduled in 2011) and come on line in 2029 several years after a gas pipeline is built. 

The scenario includes production of oil, condensates, free gas, and associated gas from OCS fields at 
volumes that are based on the 2006 MMS resource assessment of economically recoverable resources 
in the Beaufort Sea (assuming $60 per barrel of oil and $9 per MCF of natural gas). These resource 
estimates are shown in Table 4. The production scenario for this study assumes that the plays with the 
highest economically recoverable estimates of oil and gas would be developed; the assumption is that 
one field would be developed to produce the economically recoverable resources available in a 
selected play. The following plays were selected for the Beaufort scenario: Upper Ellesmerian (oil 
field), Rift (oil field), Brookian Faulted Eastern Topset (oil field and gas field), Brookian Unstructured 
Eastern Topset (oil field), Brookian Foldbell (oil field), Brookian Unstructured Western Topset 
(oilfield). Total production volumes from the 7 fields for the various resources are shown in Table 8. 
Since two fields could continue producing after the timeframe of the analysis, total volumes produced 
do not exactly correspond to the estimated amount of economical recoverable resources for the plays 
identified above. 


Table 8. Volume of Resources Assumed to be Produced in the Beaufort OCS Fields 


Resource 

Volume 

Oil (MMbo) 

4,821.08 

Free Gas (Tcf) 

6,03 

Solution Gas (Tcf) 

0.93 

Condensate (MMbc) 

0.29 


Figure 5 shows the timing of production and annual production volumes per field in the Beaufort Sea. 
First oil is assumed to come on line in 2019 and first gas is assumed to flow in 2029. The first gas 
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could be associated with an expansion of the proposed natural gas pipeline from the North Slope to 
other North American markets. Figure 6 shows the total daily production volumes and Table 9 shows 
the total annual production volumes of oil and gas across all fields in the Beaufort OCS. The second 
increase in gas production starting in 2043 is related to production of associated gas from the oil 
fields. Prior to that time the natural gas is re-injected to maintain reservoir pressure for oil production 
until such time as the oil volumes are minimal. 

Figure 5. Projected Annual Oil and Gas Production by Field in the Beaufort Sea OCS 



[□ Field 1 □ F ie ld 2 ■ Field 3 □ Field 4 « Field 5 B Fiel d 6 □ F i e ld 7 (Gas) | 

Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Beaufort Sea Planning Area Oil 
and Gas Lease Sales 186, 195, and 202 Final Environmental Impact Statement OCS EIS/EA MMS 2003-01 
February 2003. 
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Figure 6. Projected Daily Oil and Gas Production in the Beaufort Sea DCS 
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Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Beaufort Sea Planning Area Oil 
and Gas Lease Sales 186, 195. and 202 Final Environmental Impact Statement. DCS EIS/EA MMS 2003-01, 
February 2003. 
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Table 9. Total Annual Production Volumes of Oil and Gas Assumed in the Beaufort Production Scenario 


Annual Oil and Condensate Production 

Annual Gas Production 

Year 

(in million barrels) 

|jn billion cubic feet) 

2019 

33.1 


2020 

44.1 


2021 

67.6 


2022 

117.0 


2023 

153.4 


2024 

202.4 


2025 

238.9 


2026 

303.4 


2027 

321.5 


2028 

353.8 


2029 

357.3 

201 

2030 

331.7 

219 

2031 

302.7 

219 

2032 

278.5 

219 

2033 

258.3 

219 

2034 

238.1 

219 

2035 

221.1 

219 

2036 

192.4 

219 

2037 

167.7 

219 

2038 

146.2 

219 

2039 

1276 

219 

2040 

111.4 

219 

2041 

97 3 

219 

2042 

85.1 

219 

2043 

71.3 

237 

2044 

62.4 

274 

2045 

49.4 

298 

2046 

42.1 

322 

2047 

29.8 

322 

2048 

26.2 

322 

2049 

197 

322 

2050 

17.3 

322 

2051 

15.2 

322 

2052 

13.4 

272 

2053 

11.8 

232 

2054 


200 

2055 


174 

2056 


154 

2057 


137 

Total 

5,109 

6,961 


Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Beaufort Sea Planning Area Oil 
and Gas Lease Sales 186, 195. and 202 Final Environmental Impact Statement. OCS EIS/EA MMS 2003-01. 
February 2003. 
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3.2 Chukchi Sea Scenario 

Five likely prospects were previously drilled on the Chukchi shelf: Burger, Klondike, Crackerjack, 
Popcorn, and Diatmond. All five encountered favorable geology but commercial quantities of oil or gas 
(at the price expectation then in existence for oil and gas) were not discovered. When exploration of 
the Chukchi Sea was discontinued in 1992, there were 483 active leases in the Chukchi Sea; none 
remain active today. Given the recent surge in the price of oil and gas and renewed access to leasing 
however, there has been renewed interest in developing offshore resources in the Chukchi Sea. In 
fact, the MMS Chukchi Lease Sale 193 held in February 2008, collected $2.66 billion in high bids for 
488 tracts; making it the biggest lease sale (onshore or offshore) in Alaska's history. 

MMS developed several scenarios for the environmental impacts analysis of Lease Sale 193. The 
scenario presented here for the Chukchi Sea is based in part on MMS's exploration and development 
scenarios. MMS's development and production scenario Lease Sale 193 includes the development of 
one large field producing one billion barrels (BbbI). Lower oil volumes are not likely to be 
economically recoverable and locating larger volumes in a single pool is rare. The previous lease sale 
in the Chukchi Sea, Lease Sale 126, presented three separate resource levels: low, base case, and 
high. In contrast. Lease Sale 193 presented a single case analysis representing the statistically most 
likely development activity given the uncertainties of geology, engineering, and economics. 

To date, no petroleum development has occurred in the Chukchi, and while high oil and gas prices 
attract investment activity, development in the Chukchi Sea faces a number of logistical and 
regulatory hurdles, MMS makes the assumption that in such a frontier area only the largest prospect 
would be developed initially. The project must be large enough to cover the high costs of the initial 
infrastructure and the logistical and regulatory hurdles. Two logistical hurdles to overcome are the 
location of base support facilities and resolution of transport issues. Once the infrastructure is 
developed for the major field, smaller fields could be brought into production to supplement the oil 
production. 

The MMS Lease Sale 193 analysis is based on the assumption that gas would not be developed within 
the proposed timeframe of their analysis. More recent presentations by MMS staff indicate that gas 
could be developed in the Chukchi. The difference in these outlooks is based in part on differences in 
underlying assumptions about reasonably foreseeable events, and information from companies that 
are exploring the planning area. In addition, the price of oil at the time the EIS analysis was written 
was approximately $50 a barrel. Our analysis is based on the assumption that the long-term price of 
oil is more likely to be in the $60 to $70 per barrel range. 

The MMS scenario for Sale 193 considered offshore gas production as speculative rather than 
foreseeable because of the lack of existing transportation infrastructure to move produced gas to 
market. The more recent presentations assume that construction of an Alaska gas pipeline is a 
reasonably foreseeable event and a pipeline from the Chukchi Sea coast to Prudhoe Bay could be 
built, or that ice strengthened liquefied natural gas (LNC) tankers could be built to move gas to world 
markets. 

The Energy Information Administration (EIA) anticipates that natural gas prices in the lower 48 states 
could be in the $6 per thousand cubic feet (2006 $) range from 2020 through 2030 due to increased 
gas production from the Gulf of Mexico. At these prices, MMS does not anticipate significant gas 
production from the Chukchi Planning Area, even though very large gas resources are interpreted to 
exist in the area. However, after 2030, EIA anticipates that gas prices might exceed $7 and at that 
price MMS's resource assessment anticipates substantial production from the Chukchi. Therefore, a 
large gas field is assumed to be brought into production after 2030 in the scenario developed for this 
report. The volume of free gas and associated gas produced through 2057 is 7.78 TCF. 
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The Chukchi Sea OCS scenario assumes that seismic, exploration, and production activities occur 
from 2008 and past 2057. Three fields are assumed to be discovered with total oil and condensate 
production of 4.79 billion barrels over that time period. The following sub-sections discuss the 
Chukchi scenario in more detail. 


3.2.1 Size and Location of Program Area 

The MMS five-year planning program for 2002-2007 identified a planning area of approximately 
6,1 56 whole and partial blocks, which cover 34 million acres (Figure 7). At the time they excluded a 
corridor that varied in width from a little less than 25 miles from the coast up to about 50 miles from 
the coast. Water depths in the sale area vary from 95 feet to approximately 262 feet. However, a 
small portion of the northeast corner of the area deepens to approximately 9,800 feet. The Lease Sale 
193 planning area includes a 1,952-block area north of Barrow that before 1991 was part of the 
Beaufort Sea Planning Area. MMS offered previous portions of the current planning area in four 
previous sales: Beaufort Sea Sale 97 and Chukchi Sea Sale 109 in 1988, and Beaufort Sea Sale 124 
and Chukchi Sea Sale 126 in 1991. As a result, extensive seismic activity has taken place within the 
current boundaries of the Chukchi Planning Area. 

During the decision process for Lease Sale 193, the Secretary of the interior adopted a deferral area 
that deleted 6 additional blocks from the previously configured sale area so that no tracts closer than 
25 miles from the coast would be offered. MMS designed the resource assessment model on the 
concept that the entire area is open for exploration. 

In August 2007, MMS initiated the planning process and a multiple sale EIS for the two Beaufort Sea 
sales (Sales 209 and 217) and the last two Chukchi Se sales (Sales 212 and 221) in the 2007-2012 
Five-Year Program. This multiple sale EIS will incorporate the planning and analysis for the sales. MMS 
will then prepare Environmental Assessments before making the final decisions on Sales 217 and 221. 

According to the MMS news release, the Chukchi Sea 40-million acre planning area is located: 

...offshore Alaska's northwest coast from north of Point Hope to northwest of Cape 
Lisburne. The sale extends from about 35 to 275 statue miles offshore. The proposed 
sale area excludes waters within 25 miles of the coast. This buffer zone encompasses 
the "polynya: a system of ice leads through which the bowhead and beluga whales, 
other marine mammals, and marine birds migrate north in the spring, and in which 
local communities subsistence hunt." 
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Figure 7. Program Area, Chukchi Sea, Lease Sale 193 
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Source: Mineral Management Service, Draft Environmental Impact Statement accessed at 
httpV/www.mms.gov/alaska/ref/EIS%20EA/Chukchi_DEIS_193/Maps.pdf on December 11, 2007, 
Note; Map does not show deferral alternative. 


3.2.2 Resource Estimates 

The Chukchi Sea area is considered to have a high potentiai for natur,ii gas occurrence because the 
geoiogy is simiiar to confirmed piays on the North Siope and many of the large prospects are mapped, 
and some have been drilled. In preparation for the 2007-2012 Five-Year Program, MMS revised its 
assessments of the undiscovered oil and gas resource potential of the Alaska Outer Continental Shelf 
including the Chukchi Sea. Table 10 shows that the Chukchi Sea planning area has estimated 
technically recoverable oil and gas resources ranging from 4 billion to 77 billion barrels of oil- 
equivalent energy (tSOE). These estimates represent the potential quantities of undiscovered 
hydrocarbons that can be conventionally produced using existing or reasonably foreseeable 
technology, without any consideration of economic feasibility. 

Table 11 shows the mean undiscovered economically recoverable resource (UERR) estimates by play 
for the Chukchi Sea OCS. The UERR estimates represent the portion of the undiscovered technically 
recoverable resources (UTRR) that can be explored, developed, and commercially produced at given 
costs and price considerations. The UERR estimates shown below assume resource commodity prices 
of $60 per barrel of oil and $9.07 per thousand cubic feet of gas. At these prices, the mean estimates 
of commercially producible resources in the Chukchi Sea planning area could be 8.38 billion barrels 
of oil and condensate, and 34.4 trillion cubic feet of natural gas (including solution gas). 
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Table 10. 2006 Chukchi Sea Resource Assessment: Undiscovered Technically Recoverable Oil and Gas 

Resources (UTRR) 


Resource Commodity 

F95 

Mean 

F05 

BOE (MMBOE) 

4,152.0 

29,041,0 

77,357.0 

Total Gas (TCFG) 

10.3 

76.8 

209.5 

Total Liquids (MMBO) 

2.317.0 

15,380.0 

40,075.0 

Free Gas (TCFG) 

8.1 

57.1 

156.879.0 

Solution Gas (TCFG) 

2.2 

19.6 

52.6 

Oil (MMBO) 

1,895.0 

12,381.0 

31,841 0 

Condensate (MMBC) 

421.0 

2,999.0 

8,234,0 


Source; Minerals Management Service, 2006 Oil and Gas Assessment: Chukchi Sea Planning Area (Alaska)- 
Province Summary. 

Notes: F95= 95% chance that resources will equal or exceed the given quantity. F05= 5% chance that resources 
will equal or exceed the given quantity. MMBOE= total oil and gas in millions of barrels-of-oil equivalent, where 1 
barrel of oil = 5,620 cubic feet of natural gas. MMBO= millions of barrels of oil. TCFG = trillions of cubic feet of 
gas. MMBC= millions of barrels of condensate. 
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Table 11. Chukchi Sea: Mean Risked, Undiscovered, Economically Recoverable Oil and Gas Resources by Play 

(UERR) 



Oil 

Gas 

Condensate 

Free Gas 

Solution 

Gas 

Play Name 

(MMBO) 

(MMBC) 

(TCFG) 

(TCFG) 

Endicott-Chukchi Platform 

1,310 

162 

2.79 

3.17 

Endicott-Artic Platform 

4 

7 

0.11 

0.01 

Lisburne 

27 

2 

0.04 

0.08 

Ellesmerian-Deep Gas 

0 

0 

0 

0 

Sadlerochit-Chukchi Platform 

126 

37 

0.60 

0.37 

Sadlerochit-Artic Platform 

352 

119 

2.06 

0.63 

Rift-Active Margin 

2,124 

313 

5.60 

2.04 

Rift-Stable Shelf 

1,160 

232 

4.20 

2.39 

Rift-Deep Gas 

0 

0 

0 

0 

L. Brookian Floodbelt 

687 

216 

3.78 

0.55 

L. Brookian Wrench Zone-Torok Turbidites 

34 

13 

0.21 

0.07 

L. Brookian Wrench Zone-Nanushuk Topset 

44 

10 

0.16 

0.11 

Brookian North Chukchi High-Sand Apron 

279 

74 

1.25 

0.74 

L. Brookian N Chucki Basin-Topset 

2 

1 

0.02 

0.01 

Brookian- Deep Gas 

0 

0 

0 

0 

L. Brookian-Torok-Arctic Platform 

1 

0 

0 

0 

L. Brookian-Nanushuk Arctic Platform 

122 

5 

0.09 

0,08 

U. Brookian-Sag Phase-North Chukchi Basin 

0 

0 

0 

0 

U. Brookian-Tertiary Turbidites-North Chukchi Basin 

0 

0 

0 

0 

U. Brookian-Tertiary Fluviai Valleys 

538 

77 

1.37 

0,51 

U. Brookian-Intervalley Ridges 

137 

6 

0.10 

0.05 

Franklinian-Northeast Chucki Basin 

5 

9 

0.14 

0.01 

L BrooKian-Nuwuk Basin 

12 

9 

0.15 

0.02 

U. Brookian-Nuwuk Basin 

76 

37 

0.61 

0.12 

Hope-Late Sequence {HB Play 1) 

6 

3 

0.13 

0 

Hope-Early Sequence (HB Play 2) 

2 

1 

0.05 

0 

Hope-Shallow Basal Sands (HB Play 3) 

0 

0 

0.01 

0 

Sum of All Plays 

7,048 

1,333 

23.47 

10.96 

Source: Minerals Management Service, 2006 Oil and Gas Assessmant: Chukchi Sea Planning Area (Alaska)- 
Province Summary. 

Notes: The assessment was based on $60 per barrel of oil and $9.07 per mcf of natural gas. MMBO 
barrels of oil. MMBC= million barrels of condensate. TCFG = trillion cubic feet of gas. 

= million 

3.2.3 Exploration 





According lo MMS, because of the water depth and remoteness of the area, exploratory drilling 
operations are likely to use drill ships with ice-breaker support vessels. Bottom-founded exploration 
drilling platforms are less likely to be considered by industry because of water depth and possible 
pack-ice incursions during the open water season; however, other drilling options may be currently 
under study. The use of drill ships allows the operator to temporarily move off the drill site as 
required. The analysis assumes that because of the short season of open water Only to October) that 
only one or two wells could be drilled per season. Drilling at each site is estimated to take 60 to 
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90 days and is affected by target depth ancJ any difficulties encountered during drilling and 
logging/testing operations. Five previous wells have been drilled on the Chukchi Sea. It is assumed 
that about 43 exploratory and delineation wells could be drilled to discover and delineate four of the 
commercial fields. 

Table 12 shows the schedule of seismic and exploration activities assumed for the Chukchi Sea. 

Table 12. Schedule for Seismic and Exploration Activities in the Chukchi Sea 

Year 

Seismic Surveys 

Exploration/ 
Delineation Wells 

Exploration 

Drilling Rigs per Season 

2008 

1 

0 

0 

2009 

4 

0 

0 

2010 

3 

0 

0 

2011 

3 

2 

1 

2012 

2 

2 

1 

2013 

1 

2 

1 

2014 

1 

2 

1 

2015 

1 

2 

1 

2016 

1 

1 

1 

2017 

1 

1 

1 

2018 

0 

3 

2 

2019 

1 

1 

1 

2020 

1 

2 

1 

2021 

0 

1 

1 

2022 

0 

0 

0 

2023 

1 

0 

0 

2024 

1 

1 

1 

2025 

1 

1 

1 

2026 

1 

1 

1 

2027 

1 

2 

1 

2028 

1 

2 

1 

2029 

0 

0 

0 

2030 

1 

0 

0 

2031 

1 

0 

0 

2032 

0 

3 

2 

2033 

1 

3 

2 

2034 

1 

2 

1 

2035 

0 

3 

2 

2036 

0 

2 

1 

2037 

0 

2 

1 

2038 

0 

2 

1 

2039 

0 

1 

1 

Total' 

33 

43 

27 

Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Minerals Management Service, 

Chukchi Sea Planning Area: Oil and Gas Lease Sale 193 and Seismic Surveying Activities in the Chukchi Sea: 

Final Environmental Impact Statement. Volume 1: Executive Summary, Sections 1 through VI. OCS EIS/EA MMS 
2007-226. 


Northern Economics 


27 




239 


Economic Analysis of Future Offshore Oil and Gas Development: Beaufort Sea, Chukchi Sea, and North Aleutian Basin 


3.2.4 Development 

The Chukchi development scenario assumes construction of offshore facilities and onshore facilities 
along the Chukchi coast. The timing and level of construction activities, drilling activities, and 
abandonment are placed along a timeline in Table 13. This scenario assumes new shore base and 
support facilities would be constructed to serve all four fields. An estimated 680 miles of onshore and 
offshore pipelines are built to transport the oil and gas resources, with the oil pipelines built first and 
the gas pipelines built when gas production commences. The Chukchi scenario used in this analysis 
includes two pipelines across the North Slope connecting to facilities at Prudhoe Bay. Around 
250 miles of onshore oil pipeline would be built before oil production begins, followed by 
approximately 250 miles of gas pipeline prior to natural gas production. No platforms are abandoned 
during the study period in this scenario for the Chukchi Sea. 
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Table 13. Development and Production Activity Schedule for Chukchi Sea 


Year 

install 

Production 

Platforms 

Drill Production 
Weils 

Construct Onshore 
& Offshore 
Pipelines (Miles) 

Construct 

Onshore 

Facilities 

Abandon 

Platforms 

2019 


0 

150 



2020 


0 

135 

3 


2021 

2 

8 

50 



2022 


24 




2023 


28 




2024 


8 




2025 


4 




2026 


4 




2027 


4 




2028 


4 

15 



2029 

1 

4 

15 



2030 


12 

15 



2031 


14 




2032 


14 




2033 


6 




2034 


6 




2035 


4 

100 



2036 


5 

100 



2037 


5 

50 



2038 

1 

11 

10 



2039 


18 

10 



2040 


14 




2041 


4 




2042 


4 

10 



2043 


4 




2044 


4 

10 



2045 


4 

10 



Total 

4 

217 

680 

3 

none 


Source: Northern Economics. Inc. estimates based in part on MMS scenarios in Minerals Management Service. 
Chukchi Sea Planning Area: Oil and Gas Lease Sale 193 and Seismic Surveying Activities in the Chukchi Sea: 
Final Environmental Impact Statement Volume I: Executive Summary, Sections I through VI. OCS EIS/EA MMS 
2007-026. 

Note: Abandonment of platforms in the Chukchi Sea does not occur until after 2057 under this development 
scenario. 


Development in the Chukchi Sea could require advances in new technology. Once a large field is 
delineated, a platform must be designed that can operate in the extreme environmental conditions in 
the Chukchi. While other bottom-founded platforms exist in high latitude settings worldwide, no 
platform has to date operated in environmental conditions similar to the Chukchi with its year-round 
ice movements and the likely relative water depth of any discovery (over 100 feet). According to 
MMS, the conceptual design proposed for the Chukchi is a circular platform with a wide base ail 
constructed of concrete. The platform would be built in several sections, transported to the site, and 
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then the components put together. The platform base would be pinned to the seafloor, which is 
expected to be relatively firm. A prepared berm might not be required. The wide base of the 
platform, anchoring system, and ballast in the cavities of the concrete would serve to stabilize the 
structure and help resist ice forces. 

Topside space on the platform would be limited compared to the widespread area of the oil reservoir. 
According to MMS, possibly half or more of the total production wells may be subsea wells. These 
could be completed in templates with possibly four wells per template, and then production could be 
transported to the central platform some miles away through three-phase (i.e., oil, gas, and water) 
flow lines. If necessary, the subsea equipment and pipelines could be installed beneath the seafloor 
for protection against possible deep-keeled ice masses. The subsea wells would be drilled by drill 
ships during the summer open water season, while drilling on the platform could occur year-round. 

This scenario assumes that subsea completions would be used in tlie Chukchi. 

Gas and produced water can be separated from the production slurry on the central platform and the 
gas and water can be re-injected into the subsurface. The associated and solution gas that is produced 
can be used either as fuel for the facility or re-injected into the main reservoir to increase oil recovery 
until such time as a gas transportation system is in place. 

Construction of the platform and installations of the flow line from the subsea templates along with 
the main oil pipeline from the platform can both occur during the short summer open-water seasons. 
MMS assumed that a 30- to 150-mile offshore pipeline would be required to transport oil from the 
platform to landfall. They anticipated a new facility construrted on the coast to support offshore 
operations and serve as the first pump station. An overland pipeline was also anticipated to connect to 
the TAPS. This 250-mile line would require the coordination of several land managers and could run 
through the NPR-A. Pump stations along the pipeline corridor might be co-located with oil fields 
along the route. One of the benefits of this transport alternative is that more marginal fields in 
proximity to the proposed pipeline could become economically viable. 

MMS identified two other transport alternatives. One alternative involves construction of a LNG plant 
at the port terminal of the Delong Mountain Transportation System, which ships concentrates from 
the Red Dog mine. New facilities would load oil and gas into oil or INC tankers. Another alternative 
postulated by MMS would be construction and operation of an offshore platform capable of storing 
and loading crude oil and LNG in the Chukchi and transport of LNG and oil by tankers. Ice-capable 
tankers could be built and icebreakers could be used to assist in transit through areas of thick ice. 
However, the limited open water season in the Chukchi is a major constraint for both of these 
alternatives. 


3.2.5 Transportation of Materials, Supplies, and Personnel 

Seismic surveys are assumed to take place for about 30 days during the summer open-water season. 
The vessels used for these surveys are largely self-contained, so a minimum amount of helicopter 
support {one per day) would be required to transport needed personnel, seismic data and light 
supplies. MMS assumes that a smaller support vessel would make occasional trips — perhaps once 
every two weeks — to Barrow to refuel and resupply. 

Exploratory drilling operations would need to be supported by both helicopters and supply vessels. 
MMS anticipated that helicopters would probably fly from Barrow to the site one to three times per 
day, but Kotzebue could also be used if the drilling location was closer. Support vessels would also 
make one to three trips a week to Barrow during the exploratory phase. Once a new shore base is 
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completed, it is anticipated that the helicopter support could originate out of Barrow or the shore 
base. 

Large quantities of materials, supplies, and personnel necessary to the operations must be transported 
to very remote sites. The supply base could be located anywhere along the Chukchi Sea coast, or 
even south of the Chukchi Sea. Dutch Harbor was used to support Shell's 2007 planned exploration 
activities. Shell has previously suggested that Kivalina or Kotzebue may also sen/e as a support base. 
The location of the onshore service base would be influenced by the location of the first major 
commercial discovery in the Chukchi Sea and the actual location is uncertain at this time. 

Construction of the shore base is unlikely to.occur until several years after a commercial discovery and 
could take several construction seasons to build. Construction requires a significant multimodal 
transportation effort. All of the heavy equipment and materials needed to build the shore base would 
be moved to the remote coastal site using barges, aircraft, and perhaps winter ice roads. There could 
be barge trips in the summer season originating in either West Dock or Nome, or ports further south. 
In addition, a number of helicopters might be required during peak periods. However, once 
construction is complete, the overall level of transportation in and out of the shore base would drop 
to operations phase levels. 


3.2.6 Production 

The Chukchi scenario assumes production from 3 oil fields and one gas field. The scenario assumes 
that these fields could produce the estimated volume of economically recoverable resources 
identified in the following plays: Endicott-Chukchi Platform (oil field); Rift Active Margin (oil field and 
gas field), Rift Stable Shelf (oil field). Total production of resources from the four fields is shown in 
Table 14. 


Table 14. Volume of Resources Assumed to be Produced in the Chukchi OCS Fields 


Total Production 

Volume 

Oil (MMbo) 

4,473.34 

Free Gas (Tcf) 

5.28 

Solution Gas (Tcf) 

2.50 

Condensate (MMbc) 

313.15 


Figure 8 shows the anticipated timing and production of oil and gas by field in the Chukchi Sea. 
According to this scenario, the first oil field comes online in 2022. Peak production could occur in 
2024 through 2027 at 82 million barrels per year. The second smaller oil field could start producing in 
2030 with peak production from 2033 through 2035 at 42 million barrels. Gas production could start 
in 2036 with peak production occurring in 2038 through 2047. Condensate production is assumed to 
start in 2022. Finally, the fourth field could peak at about 25 million barrels per year in 2040 through 
2044. 
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Figure 8. Projected Annual Oil and Gas Production by Field in the Chukchi Sea OCS 
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Source: Northern Economics, inc. estimates based in part on MMS scenarios in Minerals Management Service, 
Chukchi Sea Planning Area: Oil and Gas Lease Sale 193 and Seismic Surveying Activities in the Chukchi Sea: 
Final Environmental impact Statement. Volume I: Executive Summary, Sections I through VI. OCS EIS/EA MMS 
2007-026. 

Notes: The Chukchi scenario assumes oil and associated gas production from Fields 1, 2. and 4; and natural gas 
and condensates production from Field 3, 
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Figure 9 shows the total daily production volumes and Table 15 shows the total annual production 
volumes of oil and gas across all fields in the Chukchi Sea OCS. 

Figure 9. Projected Daily Oil and Gas Production in the Chukchi Sea OCS 



I OH — 


Source: Northern Economics, Inc. estimates based in part on MMS scenarios In Minerals Management Service, 
Chukchi Sea Planning Area: Oil and Gas Lease Sale 193 and Seismic Surveying Activities in the Chukchi Sea: 
Final Environmental Impact Statement. Volume I; Executive Summary, Sections I through VI. OCS EIS/EA MMS 
2007-026. 
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Table IS. Total Annual Production Volumes of Oil and Gas Assumed in the Chukchi Sea Production Scenario 

Year 

Annual Oil and Condensate Production 
(in million barrels) 

Annua! Gas Production 
(in billion cubic feet) 

2022 

81,0 


2023 

111.3 


2024 

132.6 


2025 

153.9 


2026 

164.5 


2027 

164.5 


2028 

161.3 


2029 

158,6 


2030 

195,4 


2031 

206.4 


2032 

201.0 


2033 

197.9 


2034 

190.1 


2035 

177.5 


2036 

166.5 

56.0 

2037 

156,7 

112.0 

2038 

148.1 

168.0 

2039 

175.4 

224.0 

2040 

170.2 

280.1 

2041 

166.9 

280.1 

2042 

165.5 

280.1 

2043 

156,4 

280.1 

2044 

146.7- 

311.8 

2045 

138.1 

343,5 

2046 

130.6 

375,2 

2047 

124,0 

406.9 

2048 

118,2 

438,6 

2049 

104.0 

438.6 

2050 

79-3 

438.6 

2051 

69.8 

438,6 

2052 

61.4 

458.6 

2053 

54.1 

478.6 

2054 

47.6 

518.6 

2055 

41.9 

495,6 

2056 

36,8 

486.8 

2057 

32.4 

468,9 

Total 

4,786.5 

7,779.1 

Source: Northern Economics, Inc, estimates based on MMS 2006 Resource Assessment. 
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33 North Aleutian Basin Scenario 

In 1985, MMS conducted Lease Sale 92 in the North Aleutian Basin. Over 5.6 million acres were 
offered for bid. Water depth ranged from 30 to 100 meters. The proposed sale accounted for 
approximately 17 percent of the North Aleutian Basin Planning Area. The entire North Aleutian Basin 
incorporates ail of Bristol Bay and adjacent waters out to Unimak Pass. In October 1988, 23 lease 
blocks covering 1 21 ,757 acres were leased. 

in 2003, President George W. Bush signed the Interior Appropriations Act for 2004 in which Congress 
lifted its moratorium on offshore drilling in Bristol Bay. Therefore, Minerals Management Service was 
allowed to include the federal waters of Bristol Bay in their Proposed Five-Year Program for Outer 
Continental Shelf Leasing 2007-2012. In January 2007, Present George W. Bush lifted the ban on 
offshore drilling in Bristol Bay by rescinding the presidential withdrawal. The current sale is limited to 
the 990 blocks off the Alaskan Peninsula that were evaluated for the earlier Alaska Lease Sale 92. 

The following sub-sections discuss the North Aleutian scenario. 


3.3.1 Size and Location of Program Area 

Figure 10 shows the North Aleutian Basin Planning Area, while Figure 11 shows the limited leasing 
area from Lease Sale 92. The program schedules a lease sale in the North Aleutian Basin for 201 1 . 


Figure 10. North Aleutian Basin Planning Area 



Source: MMS http://www,mms.gov/5-year/2007-2012DEISArolunnell/Figures/ll-1Ji-10,pdf, 2007-2012 Five-Year 
Program. 
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Figure 11. Alternative 7 Limited Leasing Area in the North Aleutian Basin Planning Area 
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Source: MMS hftp://www,mms.gov/5-year/2007-2012DEISAroiumell/Figures/ll-1 Jl-10.pdf, 2007-2012 Five-Year 
Program, 


3.3.2 Resource Estimates 

The 1985 EIS for lease sale 92 was based in part on the assumption that the conditional mean 
resource estimates of 364 MMbbIs of oil and 2.662 TCF of gas could be discovered and produced. In 
the original EIS under alternative 1, oil and gas production was scheduled to begin in 1993 and 1994, 
respectively, and reach a peak annual production in 1994 to 1999 for oil (31 MMbbIs) and in 1995 to 
2012 for gas (.126 TCF). MMS has identified this area as gas-prone but light crude oil is also possible 
as a secondary commodity. 

Table 16 shows the oil and gas resource estimates for the North Aleutian Basin that were developed 
by MMS in their 2006 assessment; these estimates were used in developing the scenario for this 
study. The mean estimate for technically recoverable resources in this planning area ranges from 91 
million to 6.6 billion barrels of oil-equivalent energy. 

Table 17 shows the mean undiscovered economically recoverable resource (UERR) estimates by play 
for the North Aleutian Basin OCS. The UERR estimates represent the portion of the undiscovered 
technically recoverable resources (UTRR) that can be explored, developed, and commercially 
produced at given costs and price considerations. The UERR estimates shown below assume resource 
commodity, prices of $60 per barrel of oil and $9.07 per thousand cubic feet of gas. At these prices. 
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the mean estimates of commercially producible resources in the North Aleutian Basin planning area 
could be 0.7 billion barrels of oil and condensate, and 7.65 trillion cubic feet of natural gas (including 
solution or associated gas). 


Table 16. 2006 North Aleutian Basin Resource Assessment; Undiscovered, Technically Recoverable Oil and 

Gas Resources (UTRR) 


Resource Commodity 

F95 


Mean 

F05 

BOE (MMBOE) 

91.0 


2,287.0 

6,647.0 

Total Gas (TCFG) 

0.4 


8.6 

23.3 

Total Liquids (MMBO) 

19.0 


753.0 

2,505.0 

Free Gas (TCFG) 

0.4 


8.4 

22.5 

Solution Gas (TCFG) 

0.0 


0.2 

0,8 

Oil (MMBO) 

9.0 


545.0 

1,948.0 

Condensate (MMBC) 

10.0 


208.0 

556.0 

Source: Minerals Management Service, 2006 Oil and Gas Assessment: North Aleutian Basin Planning Area 

(Alaska)-Province Summary. 





Notes; F95= 95% chance that resources wll equal or exceed tiie given quantity. F05= 5% chance that resources 

will equal or exceed the given quantity. MMBOE- 

= total oil and gas in millions of barrels-of-oil equivalent, where 1 

barrel of oil = 5,620 cubic feet of natural gas. MMBO= millions of barrels of oil. TCFG = trillions of cubic feet of 

gas. MMBC = millions of barrets of condensate. 





Table 17. North Aleutian Basin; Mean Risked, Undiscovered, Economically Recoverable Oil and Gas Resources 


byPlay(UERR) 






Gas 




Oil 

Condensate 

Free Gas 

Solution Gas 

Play Name 

(MMBO) 

(MMBC) 

(TCFG) 

(TCFG) 

Bear Lake/Stepovak (Miocene/Oligocene) 

268 

126 

5.08 

0.11 

Tolstoi FM, (Eocene/Paleocene) 

59 

50 

2.00 

0.02 

Black Hills Uplift- Amak Basin 

136 

5 

0.18 

0.06 

Mesozoic- Deformed Sedimentary Rocks 

32 

0 

0 

0.01 

Mesozoic Basement- Buried 'Granite Hills’ 

25 

4 

0.17 

0.01 

Sum of All Plays 

520 

185 

7.43 

0.21 


Source: Minerals Management Service, 2006 Oil and Gas Assessment: North Aleutian Basin Planning Area 
(Alaska)-Province Summary. 

Notes; The assessment was based on $60 per barrel of oil and $9 07 per mcf of natural gas. MMBO= million 
barrels of oil. MMBC= million barrels of condensate. TCFG = trillion cubic feet of gas, 

3.3.3 Exploration 

In terms of facilities, the MMS scenario under the proposed action included: 

• Drilling of 1 0 exploration and delineation wells between 1 986 to 1 991 

• Installation of one oil and one gas production platform along with the drilling of 
32 development/production wells during the period 1990 to 1993. 
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The scenario used for this current analysis includes seismic activity occurring from 2008 through 2015 
(see Table 18), and uses a similar schedule for exploration and delineation drilling activities, although 
the beginning year is assumed to be 2008 rather than 1986, 


Table 1 8. Schedule for Seismic and Expioration Activities in the North Aleutian Basin 


Year 

Seismic Activity 

Exptoration/Deiineation Weiis 

Exploration Drilling 

Rig Seasons 

2008 

0 



2009 

2 



2010 

1 



2011 

2 



2012 

1 

1 

1 

2013 

1 

1 

1 

2014 

2 

3 

2 

2015 

1 

2 

2 

2016 


3 

2 

Total 

11 

10 

8 

Source: Northern Economics, Inc- estimates based in part on MMS scenarios in Minerals Management Service, 
Final Environmental Impact Statement, Volumes 1, 2, Appendix A Exploration and Development Maximum Case 
and Appendix B Minimum Case, Proposed North Aleutian Basin Lease Sale (Sale 92). September 1985. 


Note. Lease Sale 214 in 2010; Lease Sale 223 in 2012. 

3.3.4 Development 

The development schedule for the North Aleutian Basin is shown in Table 19. The sequencing and 
timing of these activities is the same as presented in the 1 985 EIS for Lease Sale 92, but the volume of 
produced oil and gas has been increased to reflect the newer resource assessment and the year when 
these activities takes place is moved forward in time with the first production-related activities 
occurring in 2016, Two major shore-based facilities are required with this scenario. One supply base 
is required on the Bering Sea side of the Alaska Peninsula for the supply boats and helicopters, and a 
second facility on the Pacific Ocean side of the Peninsula. The Pacific facility would include an LNG 
plant and provide marine terminals for oil and LNG tankers. 
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Table 19. Development and Production Activity Schedule for North Aleutian Basin 


Year 

Production 

Platforms 

Production/injection Weils 

Offshore/Onshore 
Pipelines (Miles) 

New Shore 
Based Facilities 

2016 




1 

2017 



50 


2018 

1 


100 

.25 

2019 


9 


.25 

2020 


9 

50 

.25 

2021 


9 

100 

.25 

2022 

1 

12 



2023 


11 



2024 


11 



Total 

2 

61 

300 

2 


Source: Northern Economics, Inc. assumptions based in part on MMS scenarios in Minerals Management 
Service, Final Environmental Impact Statement, Volumes 1, 2, Appendix A Exploration and Development 
Maximum Case and Appendix B Minimum Case, Proposed North Aleutian Basin Lease Sale (Sale 92). 
September 1985. 

Note: For new shore based facilities the .25 indicates that 25 percent of the marine terminal and LNG plant is 
built in each of these four years. 

Alternative 1 in the 1985 EIS proposed two methods of transport — either pipelines to landfall in the 
Port Moller area or offshore storage and loading with transport to markets by 80,000 dead weight 
tonnage tankers. This scenario assumes that offshore pipelines are built to the Alaska Peninsula, with 
onshore pipelines built across the Alaska Peninsula to a location on the Pacific Ocean coast. Gas 
produced from one offshore platform would be transported to an LNG liquefaction facility and then 
transported directly to a U.S. or Pacific Rim LNG re-gasification terminal via LNG tankers. Oil would 
be transported by pipeline to a separate terminal on the Pacific Ocean coast and then to U.S. or 
Pacific Rim markets via crude oil carriers. 

During a Shell Oil presentation at the North Aleutian Basin meeting in 2006, Shell envisioned 
construction of offshore drilling production platforms with product transported via pipeline to a 
natural gas liquefaction facility on the Alaska Peninsula near Sand Point with tlie LNG transported to 
the U.S, West Coast market in tankers. 

The marine support base for previous offshore operations in the North Aleutian Basin was located at 
Captains Bay near Dutch Harbor/Unalaska while Cold Bay was the primary air-support site (Patrick 
Burden & Associates 1985). If permanent facilities are built on either side of the Alaska Peninsula air 
strips could be built near the site of those facilities. Potential sites for an onshore service base are 
limited on the north side of the Alaska Peninsula. Two sites that might be considered are Unalaska or 
Port Moller, and the decision regarding which site to use likely hinges on the location of a commercial 
oil or gas discovery. 


3.3.5 Production 

The North Aleutian scenario assumes production from one oil field and one gas field. The scenario 
assumes that these fields would produce the estimated volume of economically recoverable resources 
identified in the Bear Lake.'Stepovak play. Total production of resources from the oil and gas fields is 
shown in Table 20. 
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Table 20. Volume of Resources Assumed to be Produced in the North Aleutian OCS Fields 


Total Production 

Volume 

Oil (MMbo) 

268,12 

Free Gas (Tcf) 

5,08 

Solution Gas (Tcf) 

None 

Condensate (MMbc) 

126.33 


Figure 12 shows the timing of production and annual production volumes per field in the North 
Aleutian Basin. First oil is assumed to come on line in 2021 and first gas is assumed to flow in 2022. 
Figure 1 .3 shows the total daily production volumes and Table 21 shows the total annual production 
volumes of oil and gas across all fields in the North Aleutian Basin OCS. 


Figure 12. Projected Annual Oil and Gas Production by Fieid in the North Aleutian Basin OCS 
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Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Minerals Management Service, 
Final Environmental Impact Statement, Volumes 1, 2, Appendix A Exploration and Development Maximum Case 
and Appendix B Minimum Case, Proposed North Aleutian Basin Lease Sale (Sale 92). September 1985. 
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Figure 13. Projected Daily Oil and Gas Production in the North Aleutian Basin OCS 



I O il — 


Source; Northern Economics, Inc. estimates based in part on MMS scenarios in Minerals Management Service, 
Final Environmental Impact Statement, Volumes 1, 2, Appendix A Exploration and Development Maximum Case 
and Appendix B Minimum Case, Proposed North Aleutian Basin Lease Sale (Sale 92). September 1985. 
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Table 21. Total Annual Production Volumes of Oil and Gas Assumed in the North Aleutian Basin Production 

Scenario 


Year 

Annual Oii and Condensate Production 
(in million barrels) 

Annual Gas Production 
(In billion cubic feet) 

2021 

22.7 


2022 

34.4 

180.9 

2023 

38.4 

211.1 

2024 

38.4 

241.2 

2025 

38.4 

241,2 

2026 

35.2 

241.2 

2027 

29.9 

241.2 

2028 

25.5 

241.2 

2029 

21.8 

241.2 

2030 

18.7 

2412 

2031 

16.0 

241.2 

2032 

13.8 

241.2 

2033 

11.9 

241.2 

2034 

10.2 

241.2 

2035 

88 

241,2 

2036 

7,6. 

241.2 

2037 

6.6 

241.2 

2038 

4.9 

241.2 

2039 

4.3 

241.2 

2040 

3.8 

241,2 

2041 

3.3 

241.2 

2042 


193.0 

2043 


154.4 

Total 

394.5 

5,080.9 


Source: Northern Economics, Inc. estimates based in part on MMS scenarios in Minerals Management Service, 
Final Environmental Impact Statement, Volumes 1, 2, Appendix A Exploration and Development Maximum Case 
and Appendix B Minimum Case, Proposed North Aleutian Basin Lease Sale (Sale 92). September 1985. 
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4 Results and Findings 

This section presents a potential outcome of future offehore oil and gas development in the Beaufort, 
Chukchi, and North Aleutian OCS areas. This potential future outcome is specifically based on the 
exploration, development, and production scenarios described in Section 3. 

Oil and gas development in .Alaska OCS areas is expected to generate direct and indirect jobs, and 
direct and indirect revenues to the state and local governments. The magnitude of these economic 
benefits would ultimately depend on the volumes of petroleum resources that might be discovered in 
the OCS areas, the levels of investment that oil and gas explorers, developers, and producers would 
be willing to spend in these areas, and the fiscal regime or tax structure that would be in effect as OCS 
oil and gas development occurs. There is still a great deal of uncertainty as to whether oil and gas 
production in the OCS would occur and if production does occur whether the levels of production 
assumed in this study would be reached. This study assumes that development would occur given the 
price and cost assumptions in the analysis and that there will be no regulatory impediments or delays 
to OCS development due to environmental restrictions. 

The results presented in the following sections include potential OCS employment and population 
effects, potential revenue effects, and projected fiscal effects at the state and local levels, The results 
for each OCS area are discussed in separate sub-sections. Also included are summary results for the 
North Slope region (combined Beaufort and Chukchi results) and for all three Alaska OCS areas (total 
statewide results). This study is only focused on the potential economic effects of OCS development. 

Before presenting the economic results, the potential incremental effect of OCS development on total 
oil and gas production in Alaska is discussed below. 


4.1 Incremental Oil and Gas Production 

Without OCS development, cumulative statewide oil production through 2057 is projected to be 7.7 
billion barrels and cumulative natural gas production is projected to be 62 TCP. OCS development in 
the Beaufort, Chukchi, and North Aleutian Basin could add an additional 10 billion barrels of oil and 
19.8 TCP of natural gas to Alaska petroleum production through 2057. The combined incremental 
production from all three OCS areas over time is shown in Pigure 1 4 and Pigure 1 5. 

The following charts illustrate the projected incremental oil and gas production over time from OCS 
development in the Beaufort Sea (Figure 16 and Figure 17), Chukchi Sea (Figure 18 and Figure 19), 
North Aleutian Basin (Figure 20 and Figure 21). Production scenarios for each of the basins are 
discussed in more detail in Section 3. 

The charts presented below also show the projected statewide oil and gas production without OCS 
development. As noted in Section 2.2, a baseline economic projection without OCS development 
was developed to allow a comparison between a future with OCS development and a future without 
OCS development. This baseline analysis (without OCS development) assumes development and 
commercialization of natural gas from the North Slope starting in 2020 at daily volumes of 4.5 billion 
cubic feet and continuation of the declining trend in statewide oil production — reflecting the 
diminishing oil reserves in the major oil fields in the North Slope, 
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Figure 14. incremental Oil Production from All Three Basins OCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

js Projec te d Oil Pr oducti on w ithout OCS ■ OCSjncretnent] 

Source: Northern Economics, Inc, and ISER estimates based on scenarios developed for the study. 


44 


Northern Economics 



256 


Economic Analysis of Future Offshore Oil and 6as Development: Beaufort Sea, Chulichl Sea, and North Aleutian Basin 


Figure IS. Incremental Gas Production from All Three Basins OCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 
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Source: Northern Economics, Inc. and ISER estimates based on scenarios developed for the study. 
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Figure 16. Incrementai Oil Production from Beaufort OCS Development 

1_4 ^ 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

i a Pr ojec ted Oil Producton without OCS ■ OCS Increment | 


Source: Northern Economics, Inc. and ISER estimates based on scenarios developed for the study. 
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Figure 1 7. Incremental Gas Production from Beaufort DCS Development 


S Projected Gas Production without PCS ^ PCS Increment 


Source: Northern Economics, Inc, and ISER estimates based on scenarios developed for the study. 
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Figure 18. Incremental Oil Production from Chukchi OCS Development 



Year 


[ B Projected Oil Prod uctiotr without OCS ■ O CS Incr ement j 

Source: Northern Economics, Inc. and ISER estimates based on scenarios developed for the study. 
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Figure 19. Incremental 6as Production from Chukchi OCS Development 


2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Gas Production without OCS @ OCS Increment I 


Source: Northern Economics, inc. and ISER estimates based on scenarios developed for the study. 
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Figure 20. Incremental Oil Production from North Aleutian Basin OCS Development 


0.9 
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Year 
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Source: Northern Economics, Inc. and ISER estimates based on scenarios developed for the study. 
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Figure 21. incremental Gas Production from North Aleutian Basin DCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 

[H Proje^ed Gas Produ ction without PCS BOGS Increment | 

Source: Northern Economics, Inc. and ISER estimates based on scenarios deveioped for the study. 

4.2 Potential Employment Effects 

Exploring, developing, and producing the oil and gas resources off Alaska's coast will require a 
substantial effort and as a result will directly employ thousands of people in the oil and gas sector, 
with many more thousands of jobs created in the Alaska economy's infrastructure, support, and 
government sectors. Table 22 summarizes the annual average employment that might be created if 
the OCS scenarios {described in Section 3) were to occur. These estimates represent the annual 
average employment over the entire 50-year period from 2008 to 2057. It should be noted that it 
could take several years before OCS employment could reach the annual average of 6,000 direct jobs 
in the oil and gas sector, and for the other -sectors to reach the levels indicated in the table. Figure 22 
in the next section illustrates the ramp up of the direct employment effects of OCS development over 
time. 

The direct jobs are the oil and gas jobs created in the industry and the indirect jobs are the jobs 
created in all the other categories (Section 4.2.1 defines these job categories in more detail). The 
roughly 6,000 direct jobs in oil and gas and the revenues associated with production could create an 
additional 29,000 jobs in other sectors of the state's economy. Thus, each oil and gas job helps create 
an additional 4.8 jobs in the economy. The estimated increase of 35,000 jobs would represent about 
an 1 1 percent increase over the 2007 statewide annual average employment. 
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Table 22. Estimated Direct and indirect Employment Effects by Sector for All Three OCS Areas (expressed as 
Annual Average from 2008 to 2057) 

Sector 

Number of Jobs 

Oii and Gas (extraction and oilfield services) 

6,000 

Infrastructure 

3,000 

Support 

22,000 

State/Local Government 

4,000 

Total 

35,000 


Sources: Northern Economics, Inc. estimates derivect from modified MMS IMPAK models, and ISER estimates 
from MAP model. 


The potential employment effects discussed in the following subsections include: 

• Definition of the employment categories used in this analysis 

• Description of the direct employment activities involved in OCS development 

• Discussion of direct employment results 

• Discussion of the total number of jobs (direct and indirect) by place of work and by place of 
residence for each OCS area, for the North Slope region, and for all three OCS areas combined. 


4.2.1 Definition of Employment Categories 

Direct employment includes ail the jobs in the oil and gas sector involved in OCS exploration, 
development, and production activities. Direct employment is comprised of on-site and off-site 
workers. 

On-site workers are those engaged in exploration, development, and production activities at each of 
the OCS locations. On-site jobs fall under three major types of activities: 1) construction and 
operation of onshore facilities; 2) operation and drilling of production platforms and wells; and 3) 
operation and drilling of exploration platforms and wells. 

Off-site workers include employees working in the oil and gas company headquarters as well as those 
involved in the pipe coating activities. The headquarters jobs are estimated at 15 percent of total on- 
site jobs. This percentage is consistent with the historical average for Anchorage oil and gas 
employment compared to statewide oil and gas employment excluding Anchorage. These 
headquarters jobs are assumed to be located in Anchorage. Pipe-coating jobs are assumed to be 
located in Fairbanks. 

Indirect employment includes jobs in other sectors of the economy that provide goods and services 
to support OCS exploration, development and production. Indirect jobs fall under three major 
sectors: 

• Infrastructure employment. This consists of workers in the transportation, communications, 
public utilities, and business services industries that work closely with the petroleum industry. 

• Support employment. This includes ail other private sector workers in trade, services, and related 
businesses. These businesses provide goods and services both to other Alaska businesses as well as 
Alaska households. 
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• State and local government employment (including federal jobs). State and local government 
employment growth is based on the assumption that all revenues from OCS activity will be spent 
on services for both new and existing residents’^. 

Employment effects are also expressed as jobs by Place of Work and by Place of Residence. 

Employment by place of work includes all jobs held by both Alaska residents and non-residents 
working in various locations in Alaska. This category does not include the jobs associated with 
building the modules or pipes that are imported from Outside Alaska or any other job done outside of 
Alaska even if the jobs are associated with Alaska OCS development. 

Employment by place of residence distinguishes jobs according to five locations that include Local 
{residents of the North Slope Borough or the Aleutians region), Anchorage, Fairbanks, Other Alaska 
Resident, and Non-Resident. It is uncertain if OCS employment will have the same residency 
characteristics as current oil and gas industry employment, but other data have not been identified 
that would support other assumptions. Therefore, for this analysis historic percentages of employment 
by residency are used (see Table 23 for share of workers by place of residence). 

Table 23. Historical Percentage of Oil and Gas Sector Jobs by Place of Residence 

Place of Residence Percent of Direct Employment 

Local 

Anchorage 
Fairbanks 

Other Alaska Resident 

Non-resident 

Source: Northern Economics, Inc. analysis 

4.2.2 Potential Direct Employment Effects 

Based on the scenarios described in Section 3, OCS development in the Beaufort, Chukchi, and the 
North Aleutian could directly generate an estimated annual average employment of about 6,000 jobs 
in the oil and gas sector over the course of 50 years (2008 to 2057). These are direct jobs’’ (both on- 
site and off-site) that could be involved in exploration activities, construction of offshore and onshore 
production and transportation facilities, spill prevention, logistics, and operations and maintenance 
activities in all three OCS areas. The estimated 6,000 direct jobs for OCS activity in the three basins 
represent roughly 48 percent of the 2007 oil and gas employment of 1 2,600 (ADOLWD, 2008). 

Figure 22 shows the potential direct annual average employment in the oil and gas industry that might 
result from OCS development in all three areas across time. The growth in employment in the next 
decade associated with OCS development could offset the decline in petroleum employment 
associated with the decline in oil production on state lands and maintain employment levels after the 
construction of the gas pipeline. Subsequently, for about 2 decades, employment could be relatively 
stable as fields are developed and produced over that period. Eventually, direct employment will 
decline as production declines and fields are abandoned. As noted earlier, this is just one possible 


” Different assumptions regarding how and when public revenues from OCS development are spent would yield 
somewhat different employment and population impacts. 

” These direct employment estimates do not include jobs involved in building modules outside of Alaska, but do 
include non-resident jobs involved in installing pre-fabricated modules at the site. On-site facilities include the 
onshore and offshore facilities. 
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development pattern; OCS developmerit could occur in different locations and different times. The 
development of multiple fields could tend to smooth out any boom and bust phenomenon. 

Figure 22. Total Annual Average Direct Employment for All Three OCS Areas, 2008-2057 



Year 

Source: Estimates by Northern Economics, inc. from modified MMS IMPAK model. 


Peak employment across all OCS areas based on the scenarios presented in Section 3 could occur in 
2038 with an estimated annual average employment of about 9,500; the peaking occurs when major 
discoveries are being developed and facility construction is underway. In the North Aleutian OCS 
development scenario, employment is highest in year 2018. Generally, because of the scale of 
potential resource development in the Beaufort and the Chukchi OCS areas, employment effects in 
these areas are higher compared to the North Aleutian Basin, 

Table 24 shows the potential direct employment effects that could result from oil and gas 
development in each of the OCS areas. As noted earlier, the average employment over the entire 
period could be about 48 percent of the 12,600 oil and gas-related employment in 2007. Peak OCS 
employment in 2038 could be about 75 percent of 2007 petroleum-related employment. 


54 


Northern Economics 



266 


Economic Analysis of future Offshore Oil and (Sas Development: Beaufort Sea^ Chukchi Sea, and North Aleutian Basin 


Table 24. Annual Average Direct Employment by DCS Area, 2008-2057 



Beaufort 

Chukchi 

North Aleutian 

Ail Areas 

Annualized Average 





Entire time frame 

2,800 

2,500 

900 

6,000 

Production phase 

3,300 

3,000 

1,100 

7,100 

Peak Employment 

4,800 

4,200 

2,200 

9,500 

Year of Peak Employment 

2027 

2038 

2018 

2038 


Source; Northern Economics Inc. estimates derived from modified MMS IMPAK models. 
Note: Employment estimates are rounded. 


4.2.3 Potential Employment Effects of the Beaufort OCS Development 

Total Alaska employment (wage and salary jobs plus self employed) associated with Beaufort OCS 
development by category is shown in Figure 23. The figure represents the incremental employment 
over and above the base case with no OCS development. Direct jobs peak at about 5,000 in 2027 
and total employment continues to increase until field production ceases and fields are abandoned. 


Figure 23. Estimated Incremental Employment by Sector, Beaufort OCS Development 



Year 


' g Direct B State-L ocal ■ Infrastructure □ Su pport 

Source: Northern Economics, Inc. and ISER estimates. 


Figure 24 shows the regional breakdown of Alaska employment by place of work associated with 
Beaufort OCS development. Direct employment is mostly located in the North Slope Borough, with a 
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few direct off-site jobs in Anchorage and Fairbanks. The infrastructure and support employment are 
distributed throughout the state because most of the direct employees live in Southcentral Alaska and 
other parts of the state. Local government employment is also concentrated in the North Slope 
Borough, although it increases wherever new workers live. State government employment also 
increases wherever new workers live. 


Figure 24. Estimated inaemental Empioyment by Place of Work, Beaufort DCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


Figure 25 shows the incremental statewide employment associated with Beaufort Sea OCS 
development by place of residence. This figure shows total (direct and indirect) employment for areas 
within the state. Outside of Alaska estimates are for direct employment only. Anchorage captures 
about half of all employment, which is similar to its 47 percent share of statewide 2007 employment. 
The Fairbanks North Star Borough and the Matanuska-Susitna Borough also capture significant shares 
of total incremental employment associated with the OCS development. 
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Figure 25. Estimated Incremental Employment by Place of Residence, Beaufort DCS Development 


25 



B 

>^ 

o 

Q. 

E 

UJ 


20 

15 

10 

5 

0 

2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 


B North Slope Borough B Aleutians East anci West ■ Fairbanks 

□ Matsu H Anchorage &} Kenai 

■ Balance of State ■ Outside Alaska 


Source: Northern Economics, Inc, and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough, 


4.2.4 Potential Employment Effects of the Chukchi OCS Development 

Total Alaska employment (wage and salary jobs plus self employed) associated with Chukchi OCS 
development by sector is shown in Figure 26. It represents the incremental employment over and 
above the case with no OCS development. The employment generated by OCS development in the 
Chukchi Sea is almost as large as the employment for OCS activity in the Beaufort Sea even though 
the number of fields is greater in the Beaufort Sea OCS. There is limited infrastructure on the Chukchi 
Sea coast and so more facilities will be needed to develop the Chukchi Sea OCS resources. 
Construction of these additional facilities generates a substantial number of jobs. 
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Figure 26. Estimated Incremental Employment by Sector, Chukchi OCS Development 
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Direct ^State-Local ■ Infrastructure D Support] 

Source: Northern Economics, Inc, and ISER estimates. 


The direct and infrastructure employment levels remain fairly stable following completion of the 
construction and development phases of the scenario for the Chukchi Sea as ail of the fields remain in 
production during the study period. State and local government and the support sector jobs are 
affected by the revenues generated by oil production activities and although these two sectors do 
contract some after development is completed, they continue to expand as production and revenues 
increase. 

Figure 27 shows the regional breakdown of Alaska employment associated with Chukchi OCS 
development. The direct employment is mostly located in the North Slope Borough with some jobs 
located in Anchorage and Fairbanks. The infrastructure and support employment are distributed 
throughout the state because most of the direct employees live in Southcentral, Alaska and other parts 
of the state. Local government employment is also concentrated in the North Slope Borough, 
although it increases wherever new workers live. State government employment also increases 
W'herever new workers live. 
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Figure 27. Estimated Incremental Employment by Place of Work, Chukchi OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


Figure 28 shows the incremental statewide employment associated with the Chukchi Sea OCS 
development by place of residence. This figure shows total {direct and indirect) employment for areas 
within the state. Outside of Alaska estimates are for direct employment only. Total employment 
exceeds 22,000 by the end of the study period. 
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Figure 28. Incremental Employment by Place of Residence, Chukchi OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.2.5 Potential Employment Effects in the North Slope; Combined Beaufort and 
Chukchi OCS Activities 

Total Alaska employment (wage and salary jobs plus self employed) associated with combined 
Beaufort and Chukchi development by sector is shown in Figure 29. It represents the incremental 
employment over and above the case with no OCS development The employment estimates shown 
below represent the sum of the employment for the Beaufort and Chukchi OCS scenarios. 


60 


NorthernEconomics 




272 


Economic Analysis of Future Offshore Oil and 6as Development: Beaufort Sea, Clmtchi Sea, and Worth Aleutian Basin 


Figure 29. Estimated Incremental Employment, Beaufort and Chukchi DCS Development 
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Source: Northern Economics, Inc. and iSER estimates. 


Figure 30 shows the regional breakdown of Alaska employment associated with Beaufort and Chukchi 
OCS development. The direct empioyment is mostly located in the North Slope Borough. The 
infrastructure and support employment are distributed throughout the state because most of the 
direct employees live in Southcentral, Alaska and other parts of the state. Local government 
employment is also concentrated in the North Slope Borough, although it increases wherever new 
workers live. State government employment also increases wherever new workers live. 
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Figure 30. Estimated Incremental Employment by Place of Work, Beaufort and Chukchi OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Kenai is the Kenai Peninsula Borough; Anchorage is the Municipality of Anchorage; Matsu is the 
Matanuska-Susitna Borough; Fairbanks is the Fairbanks North Star Borough; Aleutians East and West is 
comprised of the Aleutians East Borough, Bristol Bay Borough, Lake and Peninsula Borough, Aleutians West 
Census Area, and Dillingham Census Area. 


Figure 31 shows the incremental statewide employment associated with the Beaufort and Chukchi 
Sea OCS development by place of residence. This figure shows total {direct and indirect) employment 
for areas within the state. Outside of Alaska estimates are for direct employment only. Total 
employment for the two OCS areas peaks at about 44,000 and exceeds 40,000 at the end of the 
study period. 
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Figure 3 1 . Estimated Incremental Employment by Place of Residence, Beaufort and Chukchi OCS 

Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks Is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.2.6 Potential Employment Effects of the North Aleutian OCS Development 

Total Alaska employment (wage and salary jobs plus self employed) associated with North Aleutian 
Basin OCS development by category is shown in Figure 32. It represents the incremental employment 
over and above the case with no OCS development. The decline in direct employment following the 
development phase is evident in the figure. The figure also shows the relatively level employment for 
the direct and infrastructure sectors during production. The state and local government employment 
and support sector employment declines over time due to the decline in production which affects 
state and local government revenues and associated jobs in those sectors. 
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Figure 32. Estimated Incremental Employment, North Aleutian Basin DCS Development 
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Source: Northern Economics, Inc, and ISER estimates. 


Figure 33 shows the regional breakdown of Alaska employment associated with North Aleutian OCS 
development. The direct employment is mostly located in the Aleutians region. The infrastructure and 
support employment are distributed throughout the state because most of the direct employees 
would live in Southcentral, Alaska and other parts of the state. Local government employment is also 
concentrated in the region, although it increases wherever new workers live. State government 
employment also increases wherever new workers live. Peak employment is almost 9,000 and even 
after the fields are depleted, related employment could still be over 5,000 due to the development of 
additional businesses that could continue even without the oil and gas industry. 
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Figure 33. Estimated Incremental Employment by Place of Work, North Aleutian Basin OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note; Kenai is the Kenai Peninsula Borough; Anchorage is the Municipality of Anchorage; Matsu is the 
Matanuska-Susitna Borough; Fairbanks is the Fairbanks North Star Borough; Aleutians Is comprised of the 
Aleutians East Borough, Bristol Bay Borough, Lake and Peninsula Borough, Aleutians West Census Area, and 
Dillingham Census Area; NS Borough is the North Slope Borough. 


Figure 34 shows the incremental statewide employment associated with the North Aleutian Basin 
OCS development by place of residence. This figure shows total (direct and indirect) employment for 
areas within the state. Outside of Alaska estimates are for direct employment only. 
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Figure 34. Estimated incremental Employment by Place of Residence, North Aleutian Basin OCS 

Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 

4.2.7 Potential Total Statewide Employment Effects; All Three OCS 
Development 

Total Alaska employment (wage and salary jobs plus self employed) associated with OCS development 
in the Beaufort, Chukchi, and the North Aleutian Basin by sector is shown in Figure 35. It represents 
the incremental employment over and above the status quo case with no OCS development. The 
peak of about 50,000 additional employment would be an increase of about 16 percent over 2007 
wage and salary employment and about 11 percent over total employment, including the self- 
employed in 2007 (Bureau of Economic Analysis, 2008). 
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Figure 35. Estimated Incremental Employment: Beaufort, Chukchi, and North Aleutian Basin OCS 

Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Figure 36 and Figure 37 show the regional breakdown of Alaska employment associated with the 
development of all 3 OCS areas by place of work and by place of residence, respectively. 

Direct employment would mostly be located in the North Slope and in the Aleutians. The 
infrastructure and support employment are distributed throughout the state because most of the 
direct employees live in Southcentral Alaska and other parts of the state. Local government 
employment would also be concentrated in the North Slope and Aleutians regions, although local 
government increases wherever new workers live. State government employment also increases 
wherever new workers live. 

Population change would occur with changes in employment by place of residence. Because much of 
the direct and infrastructure workforce on the North Slope and Aleutians regions would live in 
Southcentral, Alaska, the incremental population is primarily concentrated there. Incremental 
population is slightly less than incremental employment because a small share of direct employment is 
non-resident. The following sub-section discusses the population effects of OCS development in 
Alaska. 
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Figure 36. Estimated Incremental Employment by Place of Woric: Beaufort, Chukchi, and North Aleutian 

Basin DCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West Is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough, 
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Figure 37. Estimated Incremental Employment by Place of Residence: Beaufort, Chukchi, and North Aleutian 

Basin DCS Development 
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Source: Northern Economics, inc. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipaiity of Anchorage; Aieutians 
East and West is comprised of the Aieutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough, 

4.3 Potential Statewide Population Effects 

The Ataskci idbor market does not have the capacity to supply all the workers needed to fill the jobs 
that could be created by OCS activity. Although some of the new jobs could be filled by the growing 
Alaska labor force, many could be taken by new migrants to the state and this would increase the 
Alaska population. 

This is consistent with the historical pattern of population growth. Each year a significant share of the 
population leaves the state, only to be replaced by an almost equal number of new residents. In years 
of rapid growth of employment opportunities, the number of people moving into the state will 
outnumber those who leave, and this will result in an increase in the total population of the state, in 
years of slow or negative employment growth the number of people who migrate from the state will 
outnumber newcomers and total population will either grow more slowly (due to natural increase) or 
actually fall. 

Because migrants seeking jobs often have families, the population effect of OCS development would 
increase the size of the working adult population and the number of dependents — infants, children, 
adults not in the labor force, and even senior citizens. Often a family will include more than one adult 
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in the labor force. In those cases, one new family can account for more than one of the new jobs 
created by OCS activity. 

Two factors beyond the size and composition of families are important in determining the population 
response to new employment opportunities. The first is the share of new jobs taken by nonresidents 
who come to the state to work, but continue to reside outside of Alaska, a practice that has been 
common in the petroleum industry. It is assumed in this study that a share of the direct jobs in OCS 
exploration, development, and production will be filled by these commuting nonresidents, but that 
the other jobs generated by OCS activity (infrastructure, support, and government) will be filled by 
residents, including new migrants. Obviously the larger the nonresident share of new workers, the 
smaller will be the population impact of OCS development. 

The second is the presence of an under-utilized Alaska labor force. The Alaska unemployment rate 
has historically been higher than the national average, in part because job opportunities are more 
concentrated in urban Alaska than the population, and in part because the labor force participation 
among Alaska Natives is low. To the extent that policies were in place that brought more of these 
potential Alaska workers into the work force, the need to attract new workers from outside the state 
would be reduced and the population impact from OCS development could be reduced. In this 
analysis, the assumption is that there is no change from the historical relationship between the 
unemployment rates in Alaska and the U.S. average. 

The potential population effects of OCS development in the Beaufort, Chukchi, and the North 
Aleutian Basin are discussed in the following sections. These results show the projected change in 
statewide population resulting from OCS development in each of the three OCS areas. The projected 
change in the local population of the directly impacted regions — the North Slope Borough and the 
Aleutians region — is presented in a separate section (Section 4.4). 

To illustrate the magnitude of the potential increase in population, the incremental change due to 
OCS development is compared against the statewide baseline population projection without OCS 
development The baseline statewide population projection reflects the effects of births, deaths, and 
migration that correspond with the economic growth assumptions discussed earlier. The results below 
show that OCS development is not anticipated to create a substantial increase in statewide population 
relative to the baseline population growth. The implication of this result is that the estimated increase 
in population due OCS development is not anticipated to create a disproportionate burden on the 
state to provide public services to the new population. 


4.3.1 Beaufort OCS 

OCS development in the Beaufort Sea is anticipated to add modestly to the total population of the 
state, as shown in Figure 38. As discussed above, the size of the population impact depends upon the 
number of jobs generated by OCS development, the capacity of the Alaska labor force to fill those 
jobs, and the family characteristics of those non-Alaskans who come to the state to fill the jobs not 
taken by current Alaskans, 

The increase in population would be distributed throughout the state (Figure 39), but likely 
concentrated in the urban areas including the Municipality of Anchorage, the Matanuska-Susitna 
Borough, the Kenai Peninsula Borough, and the Fairbanks North Star Borough rather than on the 
North Slope. There are two reasons for this urban concentration. First, although most of the direct 
OCS jobs would be located in the North Slope Borough, most would be taken by workers living in 
urban areas and commuting to the work site, as has been the pattern since the development of North 
Slope petroleum resources began. Second, most of the infrastructure and support jobs associated with 
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OCS development would be located in the urban areas and it is assumed that these jobs will be filled 
by residents of urban Alaska. 

Population growth in the North Slope Borough would result from employment of local residents in 
direct OCS jobs as well as in infrastructure, support, and government. Population growth in other 
parts of the state would be related to persons commuting to jobs on the North Slope or Beaufort OCS 
and government jobs. 
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Figure 38. Estimated Statewide Population Effects, Beaufort OCS Development 
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Figure 39. Estimated Population Effects by Region, Beaufort DCS Development 
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Source: Northern Economics, ino. and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough: Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.3.2 Chukchi OCS 

As in the Beaufort case, OCS development in the Chukchi is also estimated to add modestly to the 
total population of the state as shown in Figure 40. As noted above, the size of the population impact 
depends upon the number of jobs generated by OCS development, the capacity of the Alaska labor 
force to fill those jobs, and the family characteristics of those non-Alaskans who come to the state to 
fill the jobs not taken by current Alaskans. 

Figure 41 shows the distribution of the additional population throughout the different parts of the 
state. The figure shows that the additional population is expected to be concentrated not in the North 
Slope but in the Municipality of Anchorage, Kenai Peninsula Borough, and Fairbanks North Star 
Borough, where most of the workers are anticipated to reside. 


72 


NofthemEconofnics 



284 


Economic Analysis of Future Offshore Pit and Gas Development: Beaufort Sea, Chukchi Sea, and North Aleutian Basin 
Figure 40, Estimated Statewide Population Effects, Chukchi OCS Development 
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Source; Northern Economics, Inc. and ISER estimates. 
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Figure 41 . Estimated Population Effects by Region, Chukchi OCS Development 
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Source: Northern Economics, Inc, and ISER estimates. 

Note: Fairbanks Is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough. Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.3.3 Combined Beaufort and Chukchi OCS Activity 

Figure 42 and Figure 43 show the estimated combined population effects of the Beaufort and the 
Chukchi OCS development. The population effects from OCS development in the North Slope as 
noted earlier are expected to be modest and most of the additional population would be 
concentrated in urban areas. 
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Figure 42. Estimated Statewide Population Effects, Combined Beaufort and Chukchi DCS Activity 
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Source: Northern Economics, Inc. and ISER estimates. 
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Figure 43. Estimated Population Efferts by Region, Combined Beaufort and Chukchi DCS Activity 
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Source: Northern Economics, inc, and ISER estimates. 

Note: Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.3.4 North Aleutian OCS 

Additional population resulting from OCS development in the North Aleutian Basin is expected to be 
modest (as shown in Figure 44). Although most of the direct OCS jobs would be located in the North 
Aleutians Basin, most would be taken by workers living in urban areas and commuting to the work 
site. Furthermore, since most of the infrastructure and support jobs associated with OCS development 
would be located in the urban areas, it is assumed that these jobs will be filled by residents of urban 
Alaska. The distribution of the additional population resulting from OCS development in the North 
Aleutians is illustrated in Figure 45. 

Population growth in the North Aleutian Basin would result from employment of local residents in 
direct OCS jobs as well as in infrastructure, support, and government. Population growth in other 
parts of the state would be related to persons commuting to jobs in the North Aleutian Basin region 
and government jobs. 
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Figure 44. Estimated Statewide Population Effects, North Aleutian Basin DCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 
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Figure 45. Estimated Population Effects by Region, North Aleutian Basin DCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note; Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.3.5 Total Potential Population Effects: All Three OCS Development 

Figure 46 and Figure 47 show the combined population effects of the development of all 3 OCS 
areas. The increase in statewide population is projected to be modest and most of the new 
population is expected to be concentrated in urban areas of Alaska. 
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Figure 46. Estimated Statewide Population Effects: Beaufort, Chukchi, and North Aleutian Basin DCS 

Development 
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Source: Northern Economics, Inc. and ISER estimates. 
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Figure 47, Estimated Popuiation Effects by Region: Beaufort, Chukchi, and North Aleutian Basin DCS 

Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Note; Fairbanks is the Fairbanks North Star Borough; Anchorage is the Municipality of Anchorage; Aleutians 
East and West is comprised of the Aleutians East Borough, Aleutians West Census Area, Bristol Bay Borough, 
Dillingham Census Area, and Lake and Peninsula Borough; Matsu is the Matanuska-Susitna Borough; Kenai is 
the Kenai Peninsula Borough. 


4.4 Potential Local Jobs and Population Effects in Impacted Region 

Although most of the job and population growth associated with OCS development would be 
concentrated in urban Alaska, the impacts would be most significant in the directly impacted onshore 
regions adjacent to the OCS. Both the North Slope Borough and the North Aleutian Basin regions 
consist of small and isolated communities with underdeveloped economic structures and small 
populations. The following sub-sections discuss the local impacts of OCS development for each OCS 
area. 


4.4.1 Beaufort OCS 

In the absence of OCS development, employment in the North Slope is projected to grow rapidly in 
the coming years during the construction of a gas pipeline, and subsequently to slowly trend 
downward as the pipeline construction boom ends, oil production declines, and the availability of 
public revenues becomes tighter (Figure 48). Employment is dominated by direct jobs in the oil and 
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gas sector and indirect jobs in the government sector, supported by both stale and local revenues. 
Over time, infrastructure and support: jobs become a larger share of the total jobs. 

This pattern represents only one possible future scenario for North Slope Borough employment In 
particular this pattern of government and support employment assumes that the resident population 
will remain at least at the current level. However, in recent years out migration from rural Alaska has 
increased. A continuation of that trend would result in both a smaller population and a smaller 
number of jobs than projected for the North Slope Borough in this analysis. 

Figure 48. Projected Fmplayment on the North Slope without Beaufort DCS Development 
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The local employment associated with OCS development could expand over a 10 year period, 
remain relatively stable for the next 20 years, and then decline over the subsequent 10 year period 
(Figure 49). Most of the jobs would be directly related to oil and gas exploration, development, and 
production. 
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Figure 49. Estimated incrementai Employment on the North Slope with Beaufort DCS Development 
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Source; Northern Economics, Inc. and ISER estimates. 

OCS employment could become significant after the construction of the gas pipeline (Figure 50). It 
could extend the period of high employment initiated by the pipeline construction for a generation. 
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Figure SO. Estimated Total Employment on the North Slope with and without Beaufort OCS Development 



Year 
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Source: Northern Economics, Inc, and ISER estimates. 

The effect of the new employment opportunities provided by OCS development on the population of 
the region depends on the share of new jobs taken by residents, including new migrants into the 
region. Consistent with the historical trend, it is assumed that only a small share of the direct jobs are 
taken by local residents, with the majority going to residents of urban Alaska and non-resident 
commuters from outside the state. However, all the government, infrastructure, and support jobs are 
taken by local residents. 

The result is a projection of North Slope Borough population as shown in Figure 51. Population 
growth is rapid during the first years of OCS activity. After that, total population is relatively stable 
with a slow downward trend as the impact of OCS moderates. 
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Figure SI. Estimated Local Population Effect, Beaufort OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

4.4.2 Chukchi OCS 

As noted above, in the absence of CX:S development, employment in the North Slope is projected to 
grow rapidly in the coming years during the construction of a gas pipeline, and subsequently to slowly 
trend downward as the pipeline construction boom ends, oil production declines, and the availability 
of public revenues becomes tighter (Figure 52). Employment is dominated by direct jobs, almost all of 
which are petroleum related, and government jobs, supported by both state and local revenues. 
Infrastructure and support jobs become a larger share of the total over time. 

This pattern represents only one possible future scenario for North Slope Borough employment. In 
particular this pattern of government and support employment assumes that the resident population 
will remain at least at the current level. However, in recent years out migration from rural Alaska has 
increased. A continuation of that trend could result in both a smaller population and a smaller 
number of jobs than projected in this study. 


84 


NorEhernEconomics 




296 


Economic Analysis of Future Offshore Oil and Gas Develo pinent: Beaufort Sea, Chukchi Sea, and Worth Aleutian Basin 


Figure 52. Estimated Employment on the North Slope without Chukchi OCS Development 
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Source: Northern Economics, Inc, and ISER estimates. 

The local employment associated with OCS development could expand rapidly, fluctuate over the 
next 20 years, and then slowly decline (Figure 53). Most of the jobs would be directly related to oil 
and gas exploration, development, and production. 
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Figure S3. Estimated Incremental Employment on the North Slope with Chukchi OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 


The OCS employment could become significant with a slight delay after the construction of the gas 
pipeline {Figure 54), It could extend the period of high employment initiated by the pipeline 
construction. 
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Figure 54. Estimated Total Employment on the North Slope with and without Chukchi DCS Development 
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Source: ISER estimates. 

The effect of the new employment opportunities provided by OCS development on the population of 
the region depends on the share of new jobs taken by residents, including new migrants into the 
region. Consistent with the historical trend, it is assumed that only a small share of the direct jobs are 
taken by local residents with the majority going to residents of urban Alaska and non-resident 
commuters from outside the state. However, all the government, infrastructure, and support jobs are 
taken by local residents. 

The result is a projection of North Slope Borough population as shown in Figure 55. Population 
growth is rapid during the first years of OCS activity. After that total population is relatively stable with 
a slow downward trend as the impact of OCS moderates. 
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Figure 55. Estimated local Population Effect, Chukchi OCS Development 


14 



0 — — — — 

2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 

B Baseline North Slope Popul ation ■ OCS Increment 


Source: ISER estimates. 

4.4.3 Combined Beaufort and Chukchi OCS Development 

Local employment associated with OCS development in the Beaufort and the Chukchi is projected to 
expand over a period of about 5 years, fluctuate moderately for the next 20 years, and then begin to 
decline, Figure 56 Shows the projected incremental employment on the North Slope resulting from 
the development of both the Beaufort and the Chukchi. Most of these jobs would be directly related 
to oil and gas exploration, development, and production. 

Figure 57 shows projected total employment in the North Slope with and without the combined OCS 
development in the Beaufort and the Chukchi. As noted earlier, OCS employment could become 
significant after the construction of the gas pipeline. It could extend the period of high employment 
initiated by the pipeline construction for a generation. 
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Figure S6. Estimated Incremental Employment on the North Slope with Beaufort and Chukchi DCS 
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Source: Northern Economics, Inc. and ISER estimates. 


NorthernEconomics 


89 




301 


Economic Analysis of Future Offshore Oil and Gas Development: Beaufort Sea, Chukchi Sea, and Morth Aleutian Basin 


Figure 57. Estimated Total Employment on the North Slope with and without Beaufort and Chukchi DCS 
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Source: ISER estimates. 

The effect of the new employment opportunities provided by OCS development on the population of 
the region depends on the share of new jobs taken by residents, including new migrants into the 
region. Consistent with the historical trend, it is assumed that only a small share of the direct jobs are 
taken by local residents with the majority going to residents of urban Alaska and non-resident 
commuters from outside the state. However, ail the government, infrastructure, and support jobs are 
taken by local residents. 

The result is a projection of North Slope Borough population as shown in Figure .58. Population 
growth is rapid during the first years of OCS adivily. After that, total population is relatively stable 
with a slow downward trend as the impact of OCS moderates. 
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Figure 58. Estimated Local Population Effect, Combined Beaufort and Chukchi DCS Development 
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Source: ISER estimates, 

4.4.4 North Aleutian OCS 

In the absence of OCS development, employment in the North Aleutian region (defined here as the 
Aleutians East, Bristol Bay, and Lake and Peninsula Boroughs as well as the Aleutians West and 
Dillingham Census Areas) is projected to grow rapidly in the coming years due to the development of 
the proposed Pebble Mine in the Lake and Peninsula Borough (Figure 59). This will increase the 
number of direct jobs, currently dominated by seafood harvesting and processing. Infrastructure and 
support jobs become a larger share of the total over time. 

This pattern represents only one possible future scenario for the North Aleutian region. In particular 
this pattern of government and support employment assumes that the resident population will remain 
at least at the current level. However, in recent years out migration from rural Alaska has increased. A 
continuation of that trend could result in both a smaller population and a smaller number of jobs than 
projected in this study. 
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Figure S9. Estimated Employment in the North Aleutian Region without OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

The local employment associated with OCS development could expand rapidly, stabilize for a period 
of 20 years, and then rapidly fall off (Figure 60). Most of the jobs would be directly related to oil and 
gas exploration, development, and production. 
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Figure 60. Estimated Incremental Employment in the North Aleutian Region with North Aleutian Basin OCS 
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Source: Northern Economics, Inc. and ISER estimates. 


The OCS employment could become significant to the region after the development of the Pebble 
Mine (Figure 61). 
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Figure 61 . Estimated Total Employment in the North Aleutian Region with and without North Aleutian OCS 
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Source: ISER estimates. 

The effect of the new employment opportunities provided by OCS development on the population of 
the region depends on the share of new jobs taken by residents, including new migrants into the 
region. Consistent with the historical trend, it is assumed that only a small share of the direct jobs are 
taken by local residents with the majority going to residents of urban Alaska and non-resident 
commuters from outside the state. However, all the government, infrastructure, and support jobs are 
taken by local residents. 

The result is a projection of North Aleutian regional population as shown in Figure 62. Population 
growth is rapid during the first years of OCS activity. After that, total population is relatively stable. 
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Figure 62. Estimated Local Population Effect, North Aleutian Basin OCS Development 
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Source: ISER estimates. 

4.5 Potential Revenue Effects 

The analysis of potential revenue effects of future OCS development is focused on projected revenues 
to the state and local governments. Total state and local government take from direct and indirect 
petroleum revenues, as well as population-related revenues were projected. 

This section is organized into the following sub-sections: 1) Revenue Parameters — this section 
discusses the various sources of government revenues and the assumptions used in projecting the 
potential revenue effects from each source; and 2) Projected Direct Petroleum Revenues — this section 
discusses the estimated direct petroleum revenues that could accrue to the State of Alaska and each 
of the directly impacted local governments from shared lease payments (if any), property taxes, and 
state corporate income taxes. 

The next subsection, 4.6 Potential Fiscal Fffccts, addresses the fiscal effects to the State and local 
governments. Section 4.6.1 combines direct and indirect revenues projected to accrue to the State of 
Alaska and compares these to the projected expenditures that could be required to support the 
increase in statewide population resulting from OCS development, including incremental state 
expenditures to manage OCS-related programs. The fiscal effects on directly impacted local 
governments are discussed separately from the state fiscal effects, in Section 4.6.2. 
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4.5.1 Revenue Parameters 

The parameters that are defined and described in this section include: 1) direct petroleum revenue 
sources; 2) population-related revenue sources; and 3) indirect revenue sources. 


4.5.1 .1 Direct Petroleum Revenue Parameters 

There are 3 major sources of direct petroleum revenues associated with OCS oil and gas activities: 
1) lease revenues, 2) property taxes associated with new onshore infrastructure, and 3) state corporate 
income taxes. The definitions and modeling assumptions are discussed below. 


lease Revenues 

OCS lease revenues arc comprised of three payment streams: 1) bonus bids, 2) rental payments, and 
3) royalty payments. 

Bonus bids 

Bonus bids are cash payments paid to the federal government in exchange for the right to explore and 
develop the petroleum reserves in OCS areas. Companics/explorors participate in a sealed bid auction 
to lease tracts of land during scheduled area-wide lease sales. 

Bonus bids are generated at the time the area-wide lease sales occur. The model estimates bonus bids 
based on historical patterns. Typically, succeeding lease sales generate fewer bids because the good 
prospects have been previously picked over. In the Chukchi therefore, it is expected that the next 
lease sale will generate significantly less bonus bids than the 2008 lease sale. In the North Aleutian 
basin however, interest in the area is expected to be high because of higher petroleum prices and 
more recent attractiveness of gas resources compared to the last lease sale held in the area, where oil 
was the primary target. In 1988, industry high bids in the North Aleutian Basin totaled $95 million on 
23 tracts (these covered the biggest prospects). 

Future revenues from bonus bids are expected as follows: 1) in the Beaufort, bonus bids are 
scheduled to be received in 2009 and 2011; 2) in the North Aleutian, bonus bids are expected to be 
generated in 2011; and 3) in the Chukchi, bonus bids will be generated in 2010 and 2012, The 
results of the recent Chukchi lease sales that generated $2.66 billion in bonus bids have been 
incorporated into the model. 

Rental payments 

A rental payment is established in the lease agreement and made to the lessor (MMS) every year; 
there is no royalty payment from production. The MMS does not place a lease back on annual rental 
status once production has begun, even though production has stopped and the lease is still in its 
primary term. In such cases, the lessee pays minimum royalty, which for MMS is calculated at the 
same rate as the rental. Rental rates vary per year and are usually specified in the Final Notice of Sale. 
In the most recent Chukchi lease sale for example, the rental rates established are as described in 
Table 25. 
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Table 25. Schedule of Rental Payments 


Year of Lease 

$ per Hectare 

$ per Acre 

1 

2.50 

1,01 

2 

3.75 

1.52 

3 

5.00 

2.02 

4 

6.25 

2.53 

5 

7.50 

3.04 

6 

10.00 

4.05 

7 

12.00 

4.86 

8 

15.00 

6.07 

9 

17.00 

6.88 

10 

20.00 

8.09 


Source: MMS, 2008. 


During the time period in which a lease is classified as producible (following a discovery of 
commercial quantities, but before royalty bearing production) a rental of SI 3 per hectare (or $5.42 
per acre), or fraction thereof applies and is paid at the end of each lease year until the start of royalty 
bearing production. The model assumes a flat rental rate of 57.50 per acre. 

Royalty payments 

A royalty is a share of the minerals produced from a lease. It is a percentage of production paid either 
in money or in kind that a federal lease is required to pay. On the Alaska OCS, typically a 
12.5 percent royalty rate is applied for OCS leases that are in production. A minimum royalty 
payment is typically established as part of the lease agreement. The lessee pays MMS a minimum 
royalty at the expiration of each lease year with a credit applied for actual royalty paid during the 
lease year. 

Under certain circumstances, a royalty relief or suspension is granted by the Secretary of Interior to 
promote increased oil and gas production. The royalty suspension is prorated by lease acreage and is 
subject to price thresholds. This analysis assumes, given the projected oil and gas prices, that no 
royalty suspension would apply to any of the Alaska OCS leases. 

For the purpose of this analysis, royalties were estimated based on projected oil prices fluctuating 
around $65 per barrel in constant dollars and natural gas (Henry Hub) prices fluctuating around 
$6.40 per mmBtu for the period between 2008 and 2030, and then increasing at one-half of one 
percent per year through 2057. The price assumptions through 2030 are based on publicly available 
long-term price projections for oil and natural gas generated by the Energy Information Administration 
(Annual Energy Outlook 2008). The Annual Energy Outlook presents a projection and analysis of U.S. 
energy supply, demand, and prices through 2030. The projections are based on results from the 
Energy Information Administration's National Energy Modeling System. The implications of higher 
prices on the potential revenue effects are discussed in Section 5. 

To calculate the royalties, netback prices for oil and gas were used. The netback price reflects the 
price of the resource at the point of production (market price less transportation costs). 


NofthernEconomics 


97 





309 


Economic Analysts of Future Offshore Oil and Gas Development: Beaufort Sea, Chukchi Sea, and North Aleutian Basin 


Current PCS Lease Revenue Sharing Arrangement 

Revenues from offshore federal leases are statutorily allocated among the coast states, the Land and 
Water Conservation Fund, the National Historic Preservation Fund, and the U.S. Treasury. Revenues 
received by the coastal states are also shared with the coastal political subdivisions (local governments) 
that are or will be affected by offshore oil and gas development. 

The revenue estimates presented in this section reflect the revenue sharing arrangement that currently 
exists. It is anticipated that various stakeholders, particularly the state government, would initiate 
efforts to gain the same kind of revenue sharing arrangement as the arrangement in place in the Gulf 
of Mexico. The existing OCS revenue sharing arrangement is as follows: 

The State of Alaska receives 27 percent of OCS lease revenues from leases that are in 8(g) zone. The 
8(g) revenue stream is the result of a 1978 Outer Continental Shelf Lands Act (OCSLA) amendment 
that provides for a "fair and equitable" sharing of revenues from 8(g) common pool lands. These lands 
are defined in the amendments as submerged acreage lying outside the 3-nautical mile state-federal 
demarcation line, typically extending to a total of 6 nautical miles offshore. The states' share of the 
revenue (27 percent) was established by the OCSLA amendments of 1985 (P.L. 99-272) and is paid 
directly to the states. 

In this study, 8(g) revenues are projected to bo generated only from leases in the Beaufort. This 
analysis assumes that 0.2 percent of the lease acreage in the Beaufort Basin fall within the 8(g) zone; 
and the rest of the lease acreage lie further out in federal offshore areas. This assumption is based on 
information on existing 8(g) tracts in the Beaufort. No leases are assumed to be in the 8(g) zone in the 
Chukchi and North Aleutian OCS. 

In addition to the 8(g) revenue stream, Alaska also currently receives funds from the Coastal Impact 
Assessment Program (CIAP). CIAP was established under the Energy Policy Act of 2005 (P.L, 109-58). 
Under this program, the Secretary of the Interior distributes $250 million per year during FY2007 to 
FY 2010 to producing states and political subdivisions according to specified allocations. Alaska is one 
of six oil and gas producing states that are eligible to receive CIAP funds”. Alaska received 
$2,425 million in the FY2007 and FY2008 allocations (this represents only one percent of the total 
amount shared among the six states). However, due to the highly successful Chukchi lease sale held in 
early February 2008 that generated $2.7 billion in federal OCS revenues, the MMS estimates that 
Alaska's CIAP allocation” would increase to somewhere between $29 million and $41.2 million for 
FY2009 and FY2010 (Alaska Department of Natural Resources Division of Coastal and Ocean 
Management, 2008). 

A portion of the State's share of CIAP funds are shared with local governments (or coastal political 
subdivisions [CPSD according to a 3-part formula as follows: 

• 25 percent is allocated to the CPSs based on the proportion of population that the CPS bears 
to the total population of all the CPSs in the state. 

• 25 percent is allocated to the CPSs based on the ratio of the coastline length of the CPS to the 
total coastline length of all the CPSs in the state. 


Besides Alaska, other states receiving CIAP funds include: California, Alabama, Louisiana, Mississippi, and 
Texas, 

” The amounts disbursed to each producing state in each of the fiscal years 2007 thru 2010 are based on the 
ratio of the amount of qualified OCS revenues generated off the coastline of the producing state bears to the 
amount of qualified OCS revenues generated off the coastline of all producing states (Coastal Impact 
Assessment Program, Technical Documentation of the Methodology for the Allocation Formulas OCS Report 
MMS 2007-065). 
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• 50 percent is allocated to the CPSs in amounts that are inversely proportional to the 

respective distance between the geographic center of each leased tract and the closest point 
on the perimeter of each CPS to the geographic center of each leased tract. 

For FY 2007 and FY 2008, the allocations to the different CPSs in Alaska were determined as shown 
in Table 26. 


Table 26. Coastal Impact Assessment Program (CIAP) Fund Alaska Allocations for FY2007 and FY2008 


Year 

Alaska 

Coastal Political Subdivisions 

FY 2007 

$1,576,250 

$848,750 

FY 2008 

$1,576,250 

$848,750 

Alaska Coastal Political Subdivisions (CPSs) 

Allocation (%) 

Total Allocation ($) 

Anchorage 

16.23 

137,752 

Bristol Bay Borough 

0.08 

679 

Kenai Peninsula 

7.00 

59,413 

Kodiak Island 

8.62 

73,162 

Lake and Peninsula 

4.07 

34,544 

Matanuska-Susitna Borough 

3.70 

31,404 

North Slope Borough 

32,57 

276,438 

Northwest Arctic Borough 

27.73 

235,358 

Total 

100.00 

848,750 


Source: MMS, 2008 


To receive CIAP funds, the producing states are asked to submit plans for approval by the Secretary of 
Interior regarding the use of funds. These funds are designated for the restoration of coastal areas, 
mitigation of damage to natural resources, implementation of federally approved conservation 
management plans, and for infrastructure projects. 

CIAP Funds are only available thru FY2010. Unless another law is passed to continue or replace CIAP, 
the Alaska take of future OCS lease revenues would be limited to the 27 percent of 8(g) lease 
revenues. As noted earlier, this analysis assumes 8(g) leases (0.2 percent of total leased acreage) only 
in the Beaufort; and none in the Chukchi and North Aleutian OCS areas. 


Property Taxes 

Property taxes are another source of revenue from OCS oil and gas development. New onshore 
facilities built to support oil and gas development will be subject to property taxes. A local tax is levied 
on the state's assessed value'*’ for oil and gas property within a city or borough, and is subject to the 
local property' tax limitations established in AS 29.45.080 and AS 29.45.100. The state's mill rate is 
effectively 20 mills minus the local rate, which in the case of the North Slope Borough, is 1 8.5 mills. 

For this study, the Beaufort OCS development scenario assumes that approximately 35 miles of 
onshore pipelines, one for oil and one for gas, will be built to connect to TAPS and the proposed 
Alaska natural gas pipeline. In addition, a marine terminal, production facility, and support base are 


Oil and gas property values are assessed by the State of Alaska. 
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assumed to be built onshore to support the offshore activities. These onshore facilities are estimated 
to be valued at S2.66 billion. 

Similarly, the development scenario for the Chukchi assumes building the following onshore facilities: 
1 ) a marine terminal; 2) a support base; 3) a production facility; and 4) approximately 500 miles of 
onshore oil and gas pipelines (each could be a 250-mile pipeline). These now onshore facilities are 
estimated to be worth $6.1 billion. 

For the purpose of this analysis, it is assumed that the marine terminal/support base could be located 
anywhere on the coast between Wainwright and Point Hope. Similarly, the oil and gas pipelines are 
assumed to traverse through the NPR-A from west to cast connecting to TAPS and the proposed 
Alaska North Slope (ANS) gasline in the Prudhoe Bay area; however, it is also possible that the oil and 
gas pipelines could be oriented differently and connect to TAPS and the ANS gasline somewhere 
further south of the Prudhoe Bay unit. 

For the North Aleutian scenario, new onshore infrastructure could include: 1) a shorebase to support 
exploration and production activities; 2) onshore pipelines for oil and gas; 3) an LNC facility and 
terminal; 4) another marine terminal for oil; and 5) an onshore production facility. These onshore 
facilities are estimated to be valued at $3.87 billion. The analysis assumes that the Aleutians East 
Borough would levy local property taxes similar to the tax rate in the North Slope Borough; otherwise 
the state gets the full 20 mills. 

State Corporate Income Taxes 

The state also obtains revenue from the special state corporate income tax on petroleum activity. The 
tax is calculated as 9.4 percent of the Alaska share of worldwide income for each corporation. The 
Alaska income is calculated using a "modified apportionment formula," which averages the Alaska 
share of corporate worldwide property, sales, and extraction and applies that formula to calculate the 
Alaska share of worldwide income. The state apportions the tax base for all other types of 
corporations using a formula that substitutes payroll for extraction. Consequently, the Alaska tax base 
for the special corporate income tax on petroleum depends not only on activity and profits within 
Alaska, but also on activity and profits in other locations, making it difficult to forecast. This is reflected 
in the historical variability of tax revenues which have averaged 2.6 percent of the value of production 
at the wellhead, but ranged from a low of 0.3 percent to a high of 5,1 percent. Annual revenues have 
ranged from $1 8 million to $860 million, or from $.03 to $2.32 per barrel of oil. 

For this analysis, the estimate of direct corporate income tax revenues to the state from OCS activity is 
based on the wellhead value of OCS production and a modified apportionment formula that reflects 
the special OCS conditions. First, it excludes the sales and extraction components of the formula, on 
the assumption that all OCS sales and extraction would occur outside the jurisdiction of Alaska (in 
federal waters). Second, it includes only that share of the property associated with OCS activities 
which is onshore. Finally, it assumes that the OCS operation of the companies would have "stand 
alone" status — that is, the characteristics of their other operations, either onshore Alaska or elsewhere 
in the world, would not impact their Alaska OCS tax liability. 

The result is a very small allocation of OCS income to the state petroleum income tax base. The 
historical 2.6 percent ratio of revenues to the value of production is adjusted downward to 0.13 
percent to estimate future corporate petroleum revenues to the state from OCS production. Although 
the onshore share of petroleum property is likely to differ among the OCS basins, the analysis uses 
0.1 3 percent for each basin because of the inherent uncertainty surrounding this estimator. 
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4.5.1. 2 Population-Related Revenue Parameters 

Slate sales and use tax revenues (motor fuels, insurance, premiums, tobacco products, etc.), corporate 
income tax revenues (excluding petroleum), and motor vehicle license fees all will increase due to the 
economic activity and population engendered from OCS development. 

The state does not currently have either a general sales tax or a personal income tax. However, the 
non OCS projection of future state population and public sector demands compared to revenues 
suggests that a number of adjustments to the state fiscal structure will be necessary in future years to 
maintain adequate public services. Although it is impossible to anticipate the exact nature of these 
adjustments, or when they may be put into place, the two options available to the state arc, in 
addition to reducing expenditures, institution of a broad-based tax and use of a portion of the 
earnings of the Permanent Fund. (Additional taxes on other resource industries could generate only 
very modest revenues.) It is anticipated that both will be required in the non OCS case, in spite of 
commercialization of North Slope gas. Use of permanent fund earnings to fund state programs begins 
in 2023. A personal income tax, similar to the tax that was eliminated in 1980, will be phased in 
between 2022 and 2026. This personal income tax will be the largest source of population-related 
revenues from OCS development because the tax base will be the entire payroll generated by the 
OCS development. It is assumed that the alternative of a statewide sales tax would generate an 
equivalent amount of revenue. 

It is possible that neither a personal income lax nor a statewide sales tax would be necessary or 
instituted in the future. If that were the case, it would represent a conscious decision of the state not 
to take advantage of its largest untapped tax base, and rather to finance state government 
expenditures by other means. However, the estimated revenues from the personal income tax in 
response to OCS development do represent one element of the capacity of the development to pay 
for public services, and for this reason, it would be incorrect not to include it as a revenue source. 


4.5.1 .3 Indirect Petroleum Revenue Parameters 

OCS development is expected to generate additional state petroleum-related revenues (or indirect 
revenues) from spillover effects on other oil and gas activities on the North Slope. Although there is 
considerable uncertainty about how largo these additional revenues might be, it is important to 
identify the sources of these revenues and to develop a conservative idea of their potential 
magnitude. This study identifies four sources of indirect revenues that arise from the lower cost of 
petroleum production and transportation generated by OCS development: 

• TAPS — Fuller Pipeline Enhanced Value of North Slope Produclion 

• TAPS — Fuller Pipeline Additional North Slope Production 

• Gas Pipeline Tariff Reduction Effect 

• Incremental Production due to OCS Infrastructure 


TAPS: Fuller Pipeline Enhanced Value of Worth Slope Production 

OCS oil from the Beaufort Sea and the Chukchi Sea may be transported to market through the 
existing TAPS oil pipeline from the North Slope to Valdez. If OCS oil is transported through TAPS, the 
higher volume of throughput would reduce the TAPS tariff and extend the life of TAPS. 
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The TAPS pipeline is currently operating at about one-third of its capacity of 2 million barrels per day, 
and will be carrying less oil in the future as North Slope production continues to decline. The pipeline 
tariff, based on the cost of its operation, is sensitive to the volume of oil and tends to increase as the 
volume falls. If OCS oil were added to the TAPS pipeline it would increase the throughput, and this 
would reduce the tariff on all the oil flowing through the line. Because the price of oil at the wellhead 
is a "netback" price based on the market price net of transportation costs, a lower pipeline tariff 
would increase the wellhead value of North Slope oil. Since the royalty on oil from state lands and the 
production tax are based on the wellhead value of the oil, a lower tariff would increase the revenues 
to the state from the royalties and the production tax (the analysis does not incorporate the possible 
effect on the corporate income tax). 

The lower tariff translates into in an increase in wellhead value of a barrel of oil on the North Slope. 
The study assumes that all non-OCS production is from state lands and the combined revenue yield as 
a share of the increase in the value of production is 40 percent. The yield is high because the increase 
in the value of production would all be profit. 

Furthermore, in the absence of OCS oil throughput, TAPS is anticipated to shut down when it reaches 
the minimum technically viable level of daily throughput — estimated at 200,000 barrels per day — 
which could be reached In 2046. Because this shut down would leave oil worth billions stranded on 
the North Slope, some alternative to move the oil to market would be deployed. It is assumed that a 
marine transport system could be used to move the remaining oil to market at an estimated co.st of 
$15 per barrel ($2007).To the extent that OCS volumes extend the date when TAPS shuts down, the 
state and onshore producers would benefit from the lower TAPS tariff as compared to marine 
transport, with resulting higher wellhead value, and higher revenues to the state from royalties and the 
production tax. 

TAPS-Fuller Pipeline Additional North Slope Production 

A higher wellhead value resulting from the higher TAPS pipeline throughput because of OCS oil is also 
anticipated to have a stimulating effect on exploration and development of North Slope reserves. The 
average increase in wellhead value due to higher TAPS throughput is estimated to be six percent. The 
effect could be similar to an increase in industry activity due to higher oil prices or a reduction in 
taxes. Ba.sed on studies of the sensitivity of North Slope production to the price of oil, as well as 
observations that higher prices stimulate the development of satellite fields (smaller accumulations of 
oil that are adjacent to larger fields), it is estimated that this stimulating effect could result in an 
increase in oil production equal to 141 million barrets over the projection period. This could translate 
to an increase in state revenues of about $2 billion. 


Gas Pipeline Tariff Reduction Effect 

Similar to the full TAPS tariff reduction effect, development of natural gas from OCS leases in the 
Beaufort and Chukchi Sea would result in higher gas pipeline throughput starting in 2029, when gas 
from the Beaufort OCS is assumed to come on line. The increase in the gas pipeline throughput is 
expected to reduce the tariff only up to a certain point where the capacity of the pipeline could be 
expanded through additional compression. Beyond this point, the tariff would go up due to the 
expensive looping system that would have to be constructed to further expand the pipeline to 
accommodate gas volumes higher than 6.5 billion cubic feet per day. The tariff structure of the gas 
pipeline has not been determined at this point However, for the purpose of this study, the potential 
full gas pipeline tariff reduction effect that could result with OCS gas development is estimated using 
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the rolled-in rate pipeline expansion analysis proposed by TransCanada as provided in their Alaska 
Casline Inducement Act (ACIA) application (ACIA website. State of Alaska). The TransCanada analysis 
showed the estimated rolled-in rate tariff in dollars per million Btu's given different step increases in 
throughput levels from 4.5 to 7.2 BCF per day. For this analysis, it is assumed that the pipeline 
throughput is expanded by 600 million cubic feet per day in 2029 (from 4.5 to 5.1 BCF per day) due 
to the Beaufort OCS gas; resulting in a $.07 per MCF reduction in tariff. An additional expansion is 
further assumed as a result of the Chukchi OCS gas; the expansion could increase the gas pipeline's 
daily throughput to 5.9 BCF per day sometime after 2040. The reduction in tariff given this volume of 
expansion is estimated to be $0.16 per million cubic feet. Since expansion volumes could come from 
other onshore sources as well, OCS gas is assumed in this analysis to contribute only 1 BCF per day of 
the total additional throughput beyond the 4.5 BCF per day base case. 

This reduction in tariff is projected to generate additional royalties and production tax payments to 
the State of Alaska because these payments are calculated based on the wellhead value of the 
resource (market price less transportation cost). The estimated cumulative .state benefits resulting from 
the full gas pipeline tariff reduction effect is about $1 .2 billion. 


Incremental Production due to OCS Infrastrurture 

OCS development will increase the amount and geographic reach of petroleum infrastructure on the 
North Slope. The presence of additional petroleum infrastructure and its geographic distribution 
suggests that there could be opportunities for the development of otherwise marginal fields if they are 
in close geographic proximity to OCS infrastructure or that could share OCS facilities. An expanded 
support industry due to OCS developments could also be the source of cost savings that could make 
some marginal fields economically attractive. The potential production and revenues from these latter 
effects could be very large, but very difficult to quantify. However, to demonstrate the potential 
magnitude of these effects on state revenues, it is assumed that cumulative North Slope production is 
increased by two percent — 87 million barrels — as a result of these effects. This could generate $1.2 
billion (2007$) in additional state revenues from production and corporate income taxes and royalty 
payments to the state. 


4.5.2 Potential Direct Petroleum Revenues 

This section presents the estimated revenues that could accrue to the state and local governments 
(Boroughs) from future oil and gas development in the three Alaska OCS areas. Under the Beaufort 
OCS development scenario, lease revenues from 8(g) common pool lands and revenues from 
property and corporate income taxes will accrue to the state and to the North Slope Borough. Under 
the Chukchi and the North Aleutian OCS development scenario, there will be no shared lease 
payments accruing to the state and local governments. 

The potential cumulative direct petroleum revenues to Alaska from all three OCS areas could be 
$5.8 billion (2007$) with most revenues going to directly impacted local communities from property 
taxes on onshore petroleum facilities. Table 27 summarizes the potential cumulative revenues that 
could accrue to the different government entities from 2008 to 2057. 
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Table 27. Potential Cumulative Direct Petroleum Revenues Accruing to the State of Alaska and Local 
Governments, 2008 to 20S7(in Billions of 2007$) 

Entity/Source of Revenue 

Amount 

State of Alaska 

1.4 

Property Tax 

0.4 

Corporate Income Tax 

10 

Shared Lease Payments 

~ 

Directly Impacted Local Governments 

4 5 

Property Tax 

4.5 

Shared Lease Payments 

-- 

Other Local Governments 

' , :: 

Shared Lease Payments 


Total Alaska 

5.8 


Source: Northern Economics, Inc. and ISER estimates. 

Notes: 

1 ) The sum of the amounts may not equal total due to rounding. 


2) Other local governments refer to coastal political subdivisions, other than the directly impacted governments 
(assumed to be the North Slope Borough and Aleutians East Borough), that are by statute eligible to receive 
Coastal Impact Assistance Program funds. 


Potential direct revenue effects resulting from each OCS development are discussed in separate sub- 
sections below. 


4.5.2.1 Potential Revenues from Beaufort OCS Development 

The potential cumulative direct petroleum revenues resulting from the Beaufort OCS development 
are presented in Table 28. 

The State of Alaska is projected to receive about $400 million in cumulative property tax revenues, 
corporate income tax revenues, and shared lease payments (primarily from 8(g) leases). As noted 
earlier, for this study, the Beaufort OCS is the only area assumed to have leases in 8(g) zone. 

Given the assumed onshore infrastructure expected to be developed to support oil and gas 
development in the Beaufort OCS, the North Slope Borough could receive $1.1 billion in local 
property taxes, cumulative over the years 2008 to 2057, 
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Table 28. Potential Cumulative Direct Petroleum Revenues, Beaufort DCS Development, 2008 to 2057 (in 

Billions of 2007$) 


Government EntItyfRevenue Source 

Amount 

State Revenues 

0.4 

Property Tax 

0.1 

Corporate Income Tax 

Shared Lease Payments 

0.3 

General Fund 


Permanent Fund 

- 

North Slope Borough 

1.1 

Property Tax 

1.0 

Shared Lease Payments 

.. 

Total Government Take 

1.5 

Source: Northern Economics. Inc. and ISER estimates. 

Note: The sum of the amounts may not equal total due to rounding. 


4.5.2.2 Potential Revenues from Chukchi OCS Development 

Alaska is not anticipated to receive any share of the lease revenues from 

the Chukchi leases. 

Nonetheless, total cumulative direct petroleum revenues accruing to the State and the North Slope 

Borough are projected to amount to over $3 billion (See Table 29). 


Table 29. Potential Cumulative Direct Petroieum Revenues, Chukchi OCS Deveiopment, 2008 to 2057 (in 

Biilionsof2007$) 


Government Entity/Revenue Source 

Amount 

State Revenues 

0.8 

Property Tax 

0.2 

Corporate Income Tax 

0.6 

Shared Lease Payments 

- 

North Slope Borough 

2.4 

Property Tax 

2.4 

Shared Lease Payments 


Total Government Take 

3.1 


Source: Northern Economics, Inc. and ISER estimates. 

Note; The sum of the amounts may not equal total due to rounding. 


4.S.2.3 Combined Potential Revenues from Beaufort and Chukchi OCS Development 

The combined revenue effects of the Beaufort and the Chukchi OCS development indicate the 
magnitude of benefits that could be generated in the North Slope region. The North Slope Borough is 
projected to generate total cumulative property tax revenues of about $3.5 billion from taxable 
onshore facilities that are assumed to be required to support the development of oil and gas resources 
in the Beaufort and the Chukchi OCS. Total cumulative government take resulting from the combined 
Beaufort and Chukchi OCS development is estimated to be $4.6 billion (see Table 30). 
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Table 30. Potential Cumulative Direct Petroieum Revenues, Combined Beaufort and Chukchi DCS 
Development, 2008 to 2057 (in Billions of 2007$) 


Government Entity/Revenue Source 

Amount 

State Revenues 

1.2 

Property Tax 

0.3 

Corporate Income Tax 

0.9 

Shared Lease Payments 


General Fund 


Permanent Fund 


North Slope Borough 

3.5 

Property Tax 

3.5 

Shared Lease Payments 


Total AK Government Take 

4.6 


Source: Northern Economics, Inc. and ISER estimates. 

Note: The sum of the amounts may not equal total due to rounding. 


4.5.2.4 Potential Revenues from North Aleutian Basin OCS Development 

The potential cumulative direct petroleum revenues resulting from the North Aleutian Basin OCS 
development are presented in Table 31 . 

The State of Alaska is projected to receive about $200 million in cumulative property tax revenues, 
and corporate income tax revenues. 

Given the assumed onshore infrastructure expected to be developed to support oil and gas 
development in the North Aleutian OCS, the regional government could receive $1 billion in local 
property taxes, cumulative through 2057. 


Table 31 . Potential Cumulative Direct Petroieum Revenues, North Aleutian OCS Development, 2008 to 2057 

(in Billions of 2007$) 


Government Entity/Revenue Source 

Amount 

State Revenues 

0.2 

Property Tax 

0.1 

Corporate income Tax 

0.1 

Shared Lease Payments 


General Fund 


Permanent Fund 


Directly Impacted Communities 

1.0 

Property Tax 

1.0 

Shared Lease Payments 

- 

Total Government Take 

1.2 

Source; Northern Economics, Inc. and ISER estimates. 

Note: The sum of the amounts may not equal total due to rounding. 
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4.5.2.S Potential Revenues for All OCS Activity 

Total Alaska government take from all OCS activity is projected to amount to $5.8 billion through 
2057 (see Table 32). 

Table 32. Potential Cumulative Direct Petroleum Revenues, All Three OCS Areas, 2008 to 2057 (in Billions of 

2007$) 

Government Entity/Revenue Source 
State Revenues 
Property Tax 
Corporate income Tax 
Shared Lease Payments 
Genera! Fund 
Permanent Fund 
North Slope Borough 
Property Tax 
Shared Lease Payments 
Aleutians East Borough 
Property Tax 

Shared Lease Payments 

Total Government Take: 

Source: Northern Economics, Inc. and ISER estimates. 

Note: The sum of the amounts may not equal total due to rounding 

4.5.3 Population-Related and Indirect Revenue Effects of OCS Development 

Table 33 summarizes the potential cumulative population-related revenue effects and the indirect 
revenue effects of OCS development. The effects for each OCS area are discussed in the next section 
as part of the fiscal effects discussion. 

Table 33. Potential Cumulative Population-Related and Indirect Revenue Effects of OCS Development, 2008 

to 2057 (in Billions of 2007$) 


Source/Category Amount 

Population Related Revenues 3.9 

Indirect Petroleum Revenues 

TAPS- Full Pipeline Enhanced Value of North Slope Production 5.7 

TAPS- Full Pipeline Additional North Slope Production 2.0 

Gas Pipeline Tariff Reduction Effect 1 ,2 

incremental Production due to OCS Infrastructure 1,2 

Total 14.0 

Source: Northern Economics, Inc. and ISER estimates. 

Note; The sum of the amounts may not equal total due to rounding. 


Amount 



0.4 

1.0 


3.5 

3.5 

1.0 

10 

5.8 
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4.6 Potential Fiscal Effects 

This section discusses the potential fiscal effects at the state level and at the local/regional level. 


4.6.1 Potential State Fiscal Effects 

OCS development will generate state revenues in three ways, A share of stale revenues will come 
directly from property and corporate income taxes on OCS activity as well as from the sharing of lease 
revenues with the federal government. The state will also receive revenues from the taxes and fees 
paid by the households of those working directly on OCS-related jobs as well as those working in 
other businesses providing goods and services to the petroleum industry and to Alaska households. 
Finally, because the development of the OCS will reduce the cost of business for the petroleum 
industry in the state and facilitate the development of additional oil and gas through the addition of 
new petroleum related infrastructure, state revenues from non-OCS petroleum activity will increase. 

At the same time OCS development will place new demands on state government. These demands 
will come primarily from the population growth accompanying OCS development. 

These state fiscal effects must be interpreted within the context of the overall fiscal future of the state. 
In the absence of OCS development, the population of the state is projected to increase, putting 
additional demands on the state budget. But at the same lime petroleum revenues, the major source 
of funding for the budget, are projected to fall. New sources of revenues and spending restraint will 
be required to maintain state fiscal integrity. Within that context, OCS activity is projected to generate 
a positive stitte fiscal balance with revenue growth exceeding the spending necessary to meet the 
demands of the OCS induced population growth. 


4.6.1 .1 General Fund 

The state government provides a larger share of state and local public services in Alaska compared to 
most other states because of the limited fiscal capacity of Alaska local governments, and the general 
fund is the mechanism for funding most state programs. In the absence of OCS development, and 
given the MAP model assumptions as discussed in Section 2.2, stale general fund revenues are 
projected to exceed state expenditures until 2015, after which time annual revenues fall below 
annual expenditures. Starting in 2015, the state begins to draw down accumulated balances in the 
general fund and constitutional budget reserve. Revenues from the development of a gas pipeline 
starting in 2020, the phasing in of a slate personal income tax starting in 2022, reduction in the 
Permanent Fund dividend by half, and diversion of remainder of the earnings of the Permanent Fund 
to support general fund expenditures starting in 2023 largely offset declining oil revenues for a decade 
but eventually they are insufficient to forestall a downward trend in general fund revenues (Figure 63 
shows general fund revenues). As a consequence, real per capita general fund spending trends slowly 
downward toward its historical level in the late 1990s. 
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Figure 63. State General Fund Revenue, No OCS Case 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 


Source: Northern Economics, Inc. and ISER estimates. 

OCS development results in additional general fund revenues from the state property tax, the 
corporate income tax, and sharing of federal lease revenues including the 8{g) revenues. Additional 
general fund revenues are also generated by new workers and their families from various fees, excise 
taxes, and the personal income tax. General fund spending also increases to pay for the public 
services required by the new petroleum activity and population. 


4.6.1 .2 Permanent Fund 

The Permanent Fund balance grows over time from deposits from a portion of the state royalties from 
oil and gas production as well as annual appropriations for inflation proofing (see Figure 64). 
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Figure 64. Permanent Fund Balance No OCS Case 


$60 ^ 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

Source: Northern Economics, Inc. and ISER estimates. 

With OCS development, the Permanent Fund would, under current law, receive a share of any lease 
payments shared with the federal government. In the absence of a change in the sharing 
arrangements, the amount is projected to be trivial — 25 percent of 8(g) revenues. 


4.6.1 .3 State Expenditures 

The growth in population associated with OCS development will increase the demand for .state 
government services, particularly education (including the University), public safety, transportation, 
corrections, and public health. Although a precise estimate of these incremental public sector 
requirements is impossible to develop, it is important to indicate the likely demand that this additional 
population could place on public financial resources. Following a 1995 study by ISER entitled 
Marginal Oil Held Development: The Economic Impact, the incremental population was divided into 
four groups — infants, school-aged children, adults, and senior citizens (over time some adults drawn 
to the state for work could retire and remain in Alaska). The "per client" public service demand for 
each group was calculated based on the 2007 state budget. 

The per capita state operating budget in 2007 was $4,9.35. However, many budget expenses target 
special needs of rural areas, provide a safely net for low income or otherwise disadvantaged 
individuals, or pay for programs not tied to population like resource management or the legislature. It 
is assumed that OCS-related population growth will not increase the state budget for these items; the 
per capita cost for the OCS-related population across the weighted average of new infants, school- 
aged children, adults, and senior citizens are calculated based on this assumption (see Table 34). The 
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result is a per capita state budget cost estimate of $3,71 7 — 75 percent of the average across a!! budget 
items. 


Table 34. Share of OCS Population and Per Capita Cost per Population Category 


Population Category 

Share of OCS Population (%) 

Per Capita Cost <$) 

infant 

7.2 

- 

School aged child 

14.5 

7,191 

Adult 

70,9 

3,018 

Senior Citizen 

7.4 

7,229 

Weighted Average OCS Population 


3,717 


Source: ISER. 


This estimate that 75 percent of the state general fund operating budget was sensitive to OCS related 
population growth was applied to the historical average per capita state general fund operating budget 
resulting in a per capita OCS population annual cost estimate of $3,510 (2007$). Figure 65 shows the 
historical trend in per capita spending until quite recently has been downward. 

Figure 65. State Operations Spending Per Capita and Capital Spending Per Capita 



Source: Alaska Legislative Finance and ISER. 
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After a further downward adjustment for economies of scale associated growth in the Alaska 
population and an upward adjustment to include capital expenditures, the final per capita figure is 
$3,396 (2007$). Thus, for each year that OCS development added one individual to the Alaska 
population, the state budget would need to increase by $3,396 to meet the needs created by that 
individual. 

OCS development will also create state government costs associated with resource management, tax 
administration, environmental monitoring and other programs not related to the new population. 
These costs are estimated based on a review of current budgets associated with petroleum resource 
management, adjusted for the fact that mo-st activity will be outside state jurisdiction. 

The population growth that drives the increase in state government spending is contingent on the 
assumption that the historical pattern of labor force participation will continue in the future. 
Historically there has been significant underemployment in rural parts of the state at the same time 
that non-residents have moved into the state to fill new jobs. To the extent that more of the new jobs 
associated with OCS development could be taken by underemployed residents, the demand for new 
state public services would be lessened because the population growth from new migrants would be 
reduced. 


4.6.2 Beaufort OCS 

Potential cumulative incremental state revenues from the Beaufort OCS development scenario is 
estimated to be about $7.2 billion (2007$) between 2008 and 20.57. These revenues would come 
from three different sources — direct OCS revenues (including 8(g) lease revenues, personal taxes, and 
indirect petroleum revenues. 

The direct OCS revenues estimated to bo about $400 million would consist primarily of corporate 
income taxes and the State's share of the state property tax on petroleum property (a larger share of 
the property tax would accrue to the North Slope Borough where the facilities would be located). 
These revenues would all go into the state general fund. There would also be a very modest amount 
of 8(g) revenue, which would be divided between the general fund and the Permanent Fund. 

Estimated personal taxes associated with the Beaufort OCS development of about $1 .8 billion would 
come primarily from the personal income tax (assumed in the analysis regardless of OCS 
development) but would also include various excise taxes and fees. These revenues would all be 
deposited in the general fund. 

The indirect petroleum revenues estimated to amount to about $5 billion could come from foirr 
sources. The largest would be the estimated additional state royalty and production tax revenue ($2.9 
billion) resulting from a reduction in the TAPS tariff and an increase in the wellhead value of oil due to 
additional throughput from Beaufort OCS oil. This estimate also includes the additional revenues to 
the State that could result from an extension of the life of TAPS. Because Beaufort OCS oil in the 
TAPS line would keep throughput above 200,000 barrels per day, this would forestall the need to 
shut down TAPS (assumed to happen in 2046) and find an alternative, and more expensive, method 
of shipping the remaining oil to market. Another significant source of indirect petroleum revenues 
from Beaufort OCS development is the additional state royalties and taxes that could result from the 
"stimulative" effect of higher industry profits due to higher wellhead values (a benefit due to increased 
TAPS throughput). Industry investment in exploration and development activities are anticipated to 
increase with higher industry profits that could lead to higher petroleum production in the North 
Slope. Other sources of indirect petroleum revenues could include benefits to the State from 
increased throughput in the gas pipeline from Beaufort OCS gas (estimated to be about $500 million) 
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and the increase in on-shore petroleum production from mai^inal fields made possible by improved 
access to transportation and processing facilities as well as lower development costs stemming from 
OCS activities ($600 million}. 

Table 35 summarizes the potential state fiscal effect of the Beaufort OCS development scenario. 
Beaufort OCS activities are projected to result in a net fiscal balance of $3.1 billion. 

Table 35. Estimated Cumulative State Revenue Balance, Beaufort OCS Development, 2008 to 2057 (in 

Billions of 2007$) 


Category Amount 

Direct OCS Revenue Effects 0.4 

Property tax 0.1 

Corporate income Tax 0.3 

Shared Lease Revenues 

Personal Taxes .s.. 1.8 

Indirect Revenue Effects 5.0 

TAPS- Full Pipeline Enhanced Value of North Slope Production 2.9 

TAPS- Full Pipeline Additional North Slope Production 1.0 

Gas Pipeline Tariff Reduction Effect 0.5 

Incremental Production due to OCS infrastructure 0.6 

Total Revenues 7.2 

Total Expenditures 4.1 

Projected Net Fiscal Balance 3.1 

Source; Northern Economics, Inc. and ISER estimates. 


4.6.3 Chukchi OCS 

The estimated cumulative incremental state revenues from the Chukchi OCS development scenario 
amount to about $7.4 billion (2007$) between 2008 and 2057. The resulting net fiscal balance to the 
State from the Chukchi OCS activities is projected to be $3.7 billion. 

Direct OCS revenues from corporate income taxes and the State's share of the state property tax on 
petroleum property are estimated to be about $800 million. These revenues would all go into the 
state general fund. There would be no 8(g) revenues from the Chukchi OCS development. 

Personal taxes of about $1 .6 billion could come from the personal income tax associated with the 
Chukchi OCS activity but would also include various excise taxes and fees; these revenues would all 
be deposited in the state general fund. 

The estimated indirect petroleum revenues associated with the Chukchi OCS development, estimated 
at $5 billion, are comparable to the projected Beaufort results. As in the Beaufort development, there 
are four potential additional benefits of OCS activity that are expected to generate indirect revenues 
to the State of Alaska. Table 36 shows the projected indirect revenues from each source. 
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Table 36. Btimated Cumulative State Revenue Balance, Chukchi OCS Development, 2008 to 2057 (in Billions 

of 2007$) 


State Revenues 

Amount 

Direct revenue 

0.8 

Property tax 

0,2 

Corporate Income Tax 

0.6 

Shared Lease Revenues 

- 

Personal taxes 

1.6 

Indirect effects 

5.0 

TAPS- Full Pipeline Enhanced Value of North Slope Production 

2.8 

TAPS- Full Pipeline Additional North Slope Production 

10 

Gas Pipeline Tariff Reduction Effect 

0.7 

incremental Production due to OCS infrastructure 

0.6 

Total Revenues 

7.4 

Total Expenditures 

3.7 

Projected Net Fiscal Balance 

3.7 


Source: Northern Economics, Inc. and ISER estimates. 


4.6.4 Combined Beaufort and Chukchi OCS Development 

This section summarizes the combined fiscal effects of the Beaufort and Chukchi OCS development. 
As shown in Table 37, the combined total state revenues associated with the Beaufort and Chukchi 
OCS development, projected through 2057 could be about $14,6 billion. Estimated state government 
expenditures associated with the combined OCS development are $7.8 billion. In this combined 
case, the fiscal balance is $6.8 billion. 
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Table 37. Estimated Cumulative State Revenue Balance, Combined Beaufort and Chukchi DCS Development, 
2008 to 2057 (in Billion of 2007$) 


State Revenues 

Amount 

Direct revenue 

1.2 

Property tax 

0.3 

Corporate Income Tax 

0.9 

Shared Lease Revenues 


Personal taxes 

3.3 

indirect effects 

101 

TAPS- Full Pipeline Enhanced Value of NorUi Slope Production 

5.7 

TAPS- Full Pipeline Additional North Slope Production 

2.0 

Gas Pipeline Tariff Reduction Effect 

1,2 

incremental Production due to OCS infrastructure 

1.2 

Total Revenues 

14.6 

Total Expenditures 

7.8 

Projected Net Fiscal Balance 

6.8 


Source: Northern Economics, !nc. and ISER estimates. 


4.6.5 North Aleutian OCS 

The North Aleutian OCS development scenario is projected to generate cumulative incremental state 
revenues of about $800 million (2007$) between 2008 and 2057. 

The estimated direct revenues from corporate income taxes and the state's share of the state property 
tax on petroleum property amount to $200 million. These revenues would all go into the state general 
fund. 

Personal taxes are projected to be about $600 million; primarily from a personal income tax but also 
including various excise taxes and fees. Personal taxes would all be deposited in the general fund. 

No indirect petroleum revenues are anticipated from the North Aleutian OCS development since the 
development scenario does not anticipate other oil and gas development in the region. If other oil 
and gas development were anticipated then indirect petroleum revenues might be generated. 

Table 38 shows the projected state government revenues and expenditures associated with OCS 
development in the North Aleutian Basin. The projected result is a net fiscal deficit of $200 million. 
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Table 38. Estimated Cumulative State Revenue Balance, North Aleutian Basin OCS Development, 2008 to 

2057 (in Billions of 2007$) 

State Revenues 

Amount 

Direct revenue 

02 

Property tax 

0.1 

Corporate Income Tax 

0,1 

Shared Lease Revenues 

-- 

Personal taxes 

0.6 

W , M. , , 


indirect effects 

TAPS- Full Pipeline Enhanced Value of North Slope Production 
TAPS- Full Pipeline Additional North Slope Production 
Gas Pipeline Tariff Reduction Effect 
Incremental Production due to OCS Infrastructure 


Total Revenues 

0.8 

Total Expenditures 

1.0 

Projected Net Fiscal Balance 

(0.2) 


Source: Northern Economics, Inc. and ISER estimates. 


4.6.6 Combined All Three OCS Development 

OCS development in all three areas — the Beaufort, Chukchi, and North Aleutian Basin — is projected 
to generate a positive net fiscal balance to the State of Alaska of about $6.6 billion. 

As shown in Table 39, the estimated state government revenues from OCS development in all three 
areas ($15.3 billion) are expected to be greater than the estimated state government expenditures 
associated with OCS activity in all three areas ($8.8 billion) 
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Table 39. Estimated Cumulative State Revenue Balance, All Three OCS Development, 2008 to 2057 (in 


Billions of 2007$) 

State Revenues Amount 

Direct revenue 1.4 

Property tax 0.4 

Corporate I ncome Tax 1.0 

Shared Lease R evenues " 

Personal taxes ‘ . , 3.9 

Indirect effects 101 

TAPS- Full Pipeline Enhanced Value of North Slope Production 5.7 

TAPS- Full Pipeline Additional North Slope Production 2.0 

Gas Pipeline Tariff Reduction Effect 1.2 

Incremental Production due to OCS Infrastructure 1.2 

Total Revenues 15.3 

Total Expenditures (8.8) 

Projected Net Fiscal Balance 6.6 

Source: Northern Economics, Inc. and ISER estimates. 

Note: Totals may not add due to rounding. 


4.6.7 Potential Fiscal Effects for Local Governments 

Local governments in the directly impacted regions have a limited number of revenue sources to pay 
for necessary local public services. The most important are revenues from resource production and 
limited local sales and property taxes. State government directly supports some services like 
education, and provides limited revenue sharing. The following sections discuss the potential fiscal 
effects of OCS development for impacted local governments. 


4.6.7.1 Beaufort OCS 

The North Slope Borough (Borough) relies on the property tax, which produced $28,700 per capita in 
2006, primarily from revenues from the state property tax on petroleum property shared with the 
local jurisdictions where the property is located (Alaska Department of Commerce, Community, and 
Economic Development, 2007). Without OCS development, revenues from oil-related property are 
projected to decline in future years; however, the construction of a natural gas pipeline is expected to 
increase the taxable property in the region and increase Borough revenues. Over time, those revenues 
would also begin to fall as petroleum property depreciates (Figure 66). 

OCS development in the Beaufort is projected to generate additional property tax revenues for the 
Borough amounting to about $1 billion (cumulative through 2057). Over time, these revenues would 
also decline with the value of the onshore OCS related property (Figure 67). In addition, shared lease 
revenues from 8(g) leases could add a modest amount to total Borough revenues (estimated to 
amount to over $20 miiiion through 2057); because the annual amounts are small they do not appear 
in Figure 67. Section 4.5. 1.1 of this report provides more detail about the property taxes and 8(g) 
revenues. 
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Figure 66. Projected North Slope Borough Petroleum Revenues without Beaufort OCS Development 
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Source: ISER estimates. 
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Figure 67. Estimated North Slope Borough Incremental Petroleum Revenues, Beaufort DCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

I ■ Property Tax B Shared Lease Revenues j 


Source: Northern Economics, Inc. and ISER estimates. 

Figure 68 shows the total petroleum revenues that could accrue to the North Slope Borough with and 
without the Beaufort OCS development. 
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Figure 68. Estimated North Slope Borough Petroleum Revenues with and Without Beaufort OCS 

Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 


■ No OCS Oil Revenue s S No OCS Gas Revenues H OCS Revenues | 

Source: Northern Economics, Inc, and ISER estimates. 

Without OCS development, per capita local revenues trend downward except for the spike when the 
gas pipeline is built (Figure 69), OCS revenues per new resident are generally higher. (The percent 
increase in local revenues with OCS development is greater than the percent increase in local 
population with OCS development.) 
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Figure 69. Projected North Slope Borough Per Capita Local Revenues, Beaufort DCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

[***OCS Per Capita Local Revenues ♦No DCS Per Capita Local Revenues j 

Source: ISER estimates. 

4.6.7.2 Chukchi OCS 

Without OCS development in the Chukchi, the North Slope Borough is projected to continue to 
receive revenues, primarily from petroleum property taxes. Property taxes associated with the current 
oil facilities are projected to decline over time but additional property tax revenues are expected to 
be generated once the natural gas pipeline is built. Figure 70 shows the projected local property tax 
revenues without the Chukchi OCS development. 

With OCS development in the Chukchi, Borough revenues are projected to increase by a total of 
about $2.4 billion through 2057. Property tax revenues generated over time are shown in Figure 71. 
There would be no lease revenues generated under the current federal sharing structure. 

As illustrated in Figure 72, OCS revenues associated with the Chukchi development scenario could 
add a substantial amount to total Borough revenues. 
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Hgure 70. Projected North Slope Borough Petroleum Revenues without Chukchi OCS Development 
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Year 

I ■ Oil Property Tax ^Gas Property Tax I 

Source: Northern Economics, inc. and ISER estimates. 
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Figure 71. Estimated North Slope Borough Incremental Petroleum Revenues, Chukchi DCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 

I ■ Property Tax ffl Shared Lease Revenues I 

Source: Northern Economics, Inc. and ISER estimates. 
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Figure 72. Estimated North Slope Borough Petroleum Revenue with and without Chukchi OCS Development 
$300 I 1 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 

I H No OCS Oil Revenues S No OCS Gas Revenues B OCS Revenues 

Source: Northern Economics, ino. and iSER estimates. 
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Without OCS development, per capita local revenues trend downward except for the spike when the 
gas pipeline is built (Figure 73). OCS revenues per new resident are generally higher. (The percent 
increase in local revenues with OCS development is greater than the percent increase in local 
population with OCS development.) 

Figure 73. Projected North Slope Borough Per Capita Local Revenues, Chukchi OCS Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 

Year 

h-^OCS Per Capita Local Revenues -^No OCS Per Capita Local^ Revenues i 

Source: ISER estimates. 


4.6.7.3 Combined Beaufort and Chukchi OCS Development 

Figure 74, Figure 75, and Figure 76 show the combined projected annual revenues to the North 
Slope Borough from OCS activity in the Beaufort and the Chukchi. 

OCS development in both areas is expected to add significantly to North Slope Borough revenues, in 
property taxes, the combined results for the Beaufort and Chukchi are estimated to amount to about 
$3.5 billion through 2057. 
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Figure 74. Projected North Slope Borough Incremental Petroleum Revenue, Combined Beaufort and Chukchi 

OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 
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Figure 75. Estimated North Slope Borough Petroleum Revenue with and without Combined Beaufort and 

Chukchi DCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 
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Figure 76. Projected North Slope Borough Per Capita Local Revenues, Combined Beaufort and Chukchi DCS 

Development 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 


Year 

[;^OCS Local Per Capita Revenues •*-No OCS Per Capita Local Revenues 


Source: ISER estimate 

4.6.7.4 North Aleutian OCS 

The North Aleutian Basin region relies on a mixture of local property and sales taxes as well as taxes 
on the seafood industry. In addition, most communities share in a portion of the state fishery business 
tax and fishery resource landing tax (as well as a number of other small shared taxes). Per capita 
revenues in 2006 from these local and shared taxes ranged from a high of $3,700 in the Bristol Bay 
Borough and $1 ,900 in the city of Dillingham, to a low of $800 in the small communities in the Lake 
and Peninsula Borough (Alaska Department of Commerce, Community, and Economic Development, 
2007 and Alaska Department of Revenue, 2007). In the aggregate the.se revenues are quite modest — 
roughly $10 million annually. These revenues are projected to continue at their current level. 
Construction of the Pebble Mine will increase revenues to some communities within the region, but 
since that project is still in the early stages of planning it is too soon to estimate what those might be 
(Figure 77). 
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Figure 77, Projected Regional Revenue without North Aleutian OCS Development 
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Source: Northern Economics, Inc. and ISER estimates. 

Under the development scenario envisioned for the North Aleutian Basin, OCS development could 
generate significant property tax revenues for the region; these revenues would decline over time with 
the value of the oil and gas property (Figure 78). There would be no lease revenues under the current 
federal sharing structure. 
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Figure 78. Estimated Incremental Petroleum Revenue, North Aleutian Basin OCS Development 
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Year 

[b Property Tax II Shared Lease Revenues ! 


Source: Northern Economics. Inc, and ISER estimates. 
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The OCS revenues could add significantly add to total regional revenues (Figure 79) given the 
development scenario for the Basin. 

Figure 79. Estimated Petroleum Revenues with and without North Aleutian OCS Development 



Year 

No OCS Revenues ■ OCS Revenues I 

Source: Northern Economics, Inc. and ISER estimates. 

Without OCS development, per capita local revenues are stable but low over time (Figure 80). OCS 
revenues per new resident could be several times higher. The percent increase in local revenues with 
OCS development could be greater than the percent increase in local population with OCS 
development. 
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Figure 80. Projected Aleutians East Borough Per Capita Local Revenues, North Aleutian OCS Development 



Year 

p^OCS Per Capita Local Revenues No OCS Per Capita Local Revenues | 


Source: ISER estimates. 
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5 Sensitivity Analysis 

A sensitivity analysis was done to consider OCS revenue effects given higher market prices for oil and 
gas (holding all other factors constant). 

The base case analysis as presented in Section 4, assumed long-term (50-year) projected prices of oil 
and gas fluctuating around $65 per barrel and $6.4 per million Btu of natural gas, respectively, in 
2006 dollars. These price assumptions are based on the Energy Information Administration's (EIA) 
June 2008 published petroleum price forecast'. 

For the sensitivity analysis, the following oil and gas price levels were assumed through 2030: 

Case 1 : Oil: $80 per barrel and natural gas: $7.8 per mmBtu 
Case 2: Oil: $100 per barrel and natural gas: $9.8 per mmBtu 
Case 3: Oil: $120 per barrel and natural gas: $11.8 per mmBtu 

Prices after 2030 and through 2057 were assumed to increase at a rate of 0.5 percent per year (same 
assumption as the base case). The results are shown in Table 40. 


Table 40, Sensitivity Anaiysis Results: Cumulative State Revenues under Different Petroleum Price Levels 


Revenue/Expenditure Category 

Base 

Case 

Sensitivity Anaiysis 

Case 1 Case 2 Case 3 

Projected State Revenues ,y. . . . cyci:.;. 

15,3 

16.0 

17.1 

18.2 

Direct OCS Petroleum Revenues 

1,4 

1.4 

1.4 

1.4 

Population Related Revenues 

3.9 

3.9 

3.9 

3.9 

Indirect Petroleum Revenues due to OCS development 





TAPS-Fui! Pipeline Enhanced Value of North Slope Production 

5.7 

5,7 

5.7 

5.7 

TAPS-Full Pipeline Additional North Slope Production 

2.0 

2.4 

3,1 

3.8 

Gas Pipeline Tariff Reduction Effect 

1.2 

1.2 

1.2 

1.2 

Incremental Production due to OCS Infrastructure 

1,2 

1.5 

1.9 

2.3 

Projected Incremental State Expenditures , 

(8.8) 

(8.8) 

(8.8) 

(8.8) 

Projected State of Alaska Net Fiscal Balance: 

6.6 

7.2 

8.3 

9.4 


Notes: (1) The sum of the amounts may not equal the total due to rounding. 


The economic benefits of the development of oil and gas resources from Alaska's OCS areas would be 
greater with higher prices — revenues would be higher, production could be higher, and consequently 
higher revenues and production would increase statewide employment and population. 

Higher prices could have a significant impact on the indirect revenues. Higher prices are expected to 
result in greater oil and gas and production in the North Slope; thereby increasing the spillover effects 
from lower transportation costs and lower operating costs due to additional OCS infrastructure. 


' ' ElA's Annual Energy Outlook presents a projection and analysis of US energy supply, demand, and prices 
through 2030. The projections are based on results from ElA’s National Energy Modeling System. Prices were 
projected to increase slowly in real dollars from 2030 until 2057. These price levels also approximate the 
Department of Revenue's 10-year oil price forecast— in 2017, DOR price forecast is $65.25 per barrel (in real 
2008$) at ANS West Coast (DOR, Spring 2008 Forecast). 
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The impact on direct OCS petroleum revenues, however, could be insignificant as most of these 
revenues are tied to property taxes and not to lease revenues. Under a different federal lease revenue 
sharing arrangement such as the one in the Gulf of Mexico, the benefits to Alaska could be greater 
with higher oil prices. 
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Executive Summary 

In 2009, Northern Economics, Inc. and the Institute of Social and Economic Research at the 
University of Alaska Anchorage released a study that was commissioned by Shell Exploration and 
Production describing the potential economic benefits to the State of Alaska and local governments 
from developing oil and gas resources in Alaska's Outer Continental Shelf (OCS) areas, particularly the 
Beaufort Sea, Chukchi Sea, and the North Aleutian Basin.’ The study showed that OCS development 
in those three areas could generate an annual average of 35,000 jobs in Alaska, total estimated payroll 
of $72 billion (2007$), $1 5 billion (2007$) in potential cumulative revenues to the State of Alaska, 
and over $4 billion (2007$) in estimated property tax payments to local governments, over a 50-year 
period. 

The benefits of potential OCS development in Alaska extend beyond the state however — OCS leases 
generate direct revenues to the federal government and the increase in economic activity associated 
with exploration, development, and production of OCS oil and gas resources would also generate 
jobs, income, and additional tax revenues to the rest of the nation. 

This study quantifies these other economic benefits beyond Alaska, focusing on estimated government 
take and employment effects on the rest of the nation. This follow-up study only considers 
development in the Beaufort Sea and the Chukchi Sea OCS; no activity is anticipated in the North 
Aleutian Basin. On March 3,' 201 0, the Secretary of the Interior Ken Salazar announced that as part of 
the Obama Administration's plan for the protection of special areas like the Bristol Bay in Alaska, the 
planning area (North Aleutian Basin) would be withdrawn from consideration for oil and gas 
development through 201 7 (U.S. Department of the Interior, 201 0), 

The following key findings are based on a reasonable set of exploration, development, and production 
scenarios developed in the 2009 study for the Beaufort and Chukchi OCS areas. 


Key Findings 

• Commercialization of oil and gas resources in the Beaufort OCS and the Chukchi OCS, could 
generate $97 billion and $96 billion (in 2010$), respectively, in revenues to federal, state, and 
local governments, over a 50-year period. 

• Economic activity resulting from OCS development in the Beaufort Sea and Chukchi Sea could 
generate an annual average of 54,700 jobs nationwide, with an estimated cumulative payroll 
amounting to $145 billion (in 2010$) over the next 50 years. It is estimated that about 30,100 
jobs would be generated from the Beaufort OCS development and 24,600 jobs from 
development of the Chukchi Sea OCS. 

Table ES-1 and Table ES-2 summarize the estimated cumulative potential government revenues by 
entity and by revenue category accruing from exploration, development, and production activities in 
the Beaufort OCS and the Chukchi OCS, respectively. The values are expressed in 2010 U.S. dollars^. 

Table ES-3 summarizes the potential employment effects in Alaska and the rest of the nation of 
exploration, development, and production activities in the Beaufort and Chukchi OCS areas. 

Table ES-4 summarizes the results of the sensitivity analysis showing the effects of varying market 
prices for oil and gas on potential government revenues. As shown in the table, estimated government 

' View the complete 2009 report at: httD://www.northemeconomics.com/ShellOCS . 

^ The original study presented results in 2007 dollars. All the figures in this report are in 2010 dollars. 
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take from corporate income tax receipts, lease revenues, and indirect revenues from new production 
due to lower tariff and expanded infrastructure, increase with higher market prices for oil and gas. 


Table ES-1 . Summary of Estimated Cumulative Government Revenues by Entity from Beaufort OCS 
Development, 2008 to 20S7 



State of 
Alaska 

North Slope Federal 

Borough Government 

Other State 
Governments 

Total 

Category 



($2010 Millions) 



Direct Revenues 






Property Tax 

94 

1,163 

- 

- 

1,257 

Corporate Income Tax 

236 

- 

26,684 

- 

26,919 

Lease Revenues 

25 

- 

48,170 

- 

48,195 

Non-Petroleum Revenues 






Personal income Tax 


- 

5,488 

1,447 

6,935 

Potential Future Income Tax’ 

1,518 

- 


- 

1,518 

Other Taxes and Fees 

440 

- 

1,590 

2.283 

4,314 

indirect Revenues® 

! 

" 




Value (Full Oil Pipeline) 

3,064 

- 

1,608 


4.672 

Value (Extend Life of Oil 

Pipeline) 






Volume (New Production from 
Lower Tariff) 

1,008 

14 

470 


1,492 

Volume (New Production from 
Expanded Infrastructure) 

712 

9 

332 

. 

1,053 

Value (Full Gas Pipeline) 

528 

- 

277 

. 

805 

Total: 

7,626 

1,185 

84,619 

3,731 

97,161 


Source: NEl and ISER estimates. 2010. 


Notes: 

’ The state does not currently have either a general sales tax or a personal income tax. However, the non-OCS 
projection of future state population and public sector demands compared to revenues suggests that a number of 
adjustments to the state’s fiscal structure will be necessary in future years to maintain adequate public services. 
Two options available to the state, in addition to reducing expenditures, are institution of a broad-based tax, and 
use of a portion of the earnings of the Permanent Fund. (Additional taxes on other resource industries could 
generate only very modest revenues.) It is anticipated that both options will be required in the non-OCS case. 

The value shown above assumes a personal income tax. similar to the tax that was eliminated in 1980, will be 
phased in between 2022 and 2026. This persona! income tax will be the largest source of population-related 
revenues from OCS development because the tax base will be the entire payroll generated by the OCS 
development, it is assumed that the alternative of a statewide sales tax would generate an equivalent amount of 
revenue. 

^ In the previous study, these sources of indirect or spinoff revenues from petroleum activity in the North Slope 
were identified. These indirect revenues are generated as a result of lower cost of petroleum production and 
transportation generated by OCS development. 
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Table ES-2. Summary of Estimated Cumulative Government Revenues by Entity from Chukchi OCS 
Development, 2008 to 2057 



State of 
Alaska 

North Slope Federal 

Borough Government 

Other State 
Governments 

Total 

Category 



($2010 Millions) 



Direct Revenues 

Property Tax 

202 

2,491 



2,693 

Corporate Income Tax 

611 

- 

24,790 

- 

25,401 

Lease Revenues 

- 

- 

48,692 

- 

48,692 

Non-Petroleum Revenues 

Personal Income Tax 



4,608 

1,104 

5,713 

Potential Future Income Tax 

1,276 

- 


- 

1,276 

Other Taxes and Fees 

361 

- 

1,304 

1,743 

3,408 

indirect Revenues 






Value (Full Oil Pipeline) 

2,989 

- 

1,569 


4,558 

Value (Extended Life of Oil 
Pipeline) 

132 

264 

335 


731 

Volume (New Production from 
Lower Tariff) 

1,062 

14 

495 


1,571 

Volume (New Production from 
Expanded Infrastructure) 

337 

9 

480 


877 

Value (Full Gas Pipeline) 

705 

- 

370 

- 

1,076 

Total: 

7,726 

2,778 

82,645 

2,847 

95,995 


Source: NEI and ISER estimates, 2010. 
Note: See Table ES-1 notes. 


Table ES-3. Estimated Employment Effects of OCS Development in the Beaufort and Chukchi OCS Areas, in 
Alaska and the Rest of the United States 


Category 

Beaufort OCS 


1 Chukchi OCS 

Both 

Areas 

Alaska 

Rest of U.S. 

Total 

1 Alaska 

Rest of U.S. 

Total 

Annualized Average 


' -/ ' 

- 





Entire Timeframe 

13,700 

16,400 

30.100 : 

12,500 

12,100 

24,600 

54,700 

Production Phase 

16,900 

20,300 

37,200 1 

16,200 

15,200 

31 ,400 

68.600 

Peak Employment 

- 18 -400 . 

- 32,800 

51,200' 

-19,500 ^ 

5? 20,800’ 

'40,300 



Source; NEI and ISER estimates, 2010. 
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Table ES-4. Estimated Cumulative Government Take under Various Price Levels by Category and by Entity, 
Combined Beaufort and Chukchi DCS Development (in 2010$ millions) 


Category 

Base Case 
$65/barrel 
$6.4/mmBtu 

Case 1 
$80/barrel 
$7.8/mmBtu 

Case 2 
$1 00/barrel 
$9.8/mmBtu 

Case 3 
$120/barr6l 
$11.8/mmBtu 

Direct Revenues 





Property Tax 

3,950 

3,950 

3,950 

3,950 

Corporate Income Tax 

52,320 

59,595 

76,759 

93,923 

Lease Revenues 

96,887 

109,876 

140,525 

171,175 

Noti-petroleum Revenues 



£■? -Vv •• •• 


Persona! Income Tax 

12,648 

12,648 

12,648 

12,648 

Potential Income Tax 

2,794 

2,794 

2,794 

2,794 

Other Taxes and Fees 

7,721 

7,721 

7,721 

7,721 

Indirect Revenues - 





Value (Full Oil Pipeline) 

9,230 

9,230 

9,230 

9,230 

Value (Extend Life of Oil Pipeline) 

731 

731 

731 

731 

Volume (New Production from 

Lower Tariff) 

3,064 

3,144 

4,019 

4,893 

Volume (New Production from 
Expanded Infrastructure) 

1,930 

1,980 

2,532 

3,082 

Value (Full Gasline) 

1,881 

1,881 

1,881 

1,881 

Total: 

193,156 

213,550 

262,790 

312,028 


Source: NEI and ISER estimates, 2010. 
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1 Introduction 

This study is a follow-up to the report released by Northern Economics, Inc. (NEI) and the Institute of 
Social and Economic Research (iSER) for Shell Exploration & Production in March 2009. The 2009 
study entitled Economic Analysis of Future Oil and Gas Development: Beaufort Sea, Chukchi Sea, and 
North Aleutian Basin quantified the potential economic benefits of Outer Continental Shelf (OCS) 
development to the State of Alaska and local communities. The results of the study showed that OCS 
development in those three areas could generate an annual average of 3.S,000 jobs in Alaska, total 
estimated payroll of $72 billion (2007$), $15.3 billion (2007$) in potential cumulative revenues to the 
State of Alaska, and $4.5 billion (2007$) in estimated property tax payments to local governments, 
over a 50-year period. 

The objective of this sub.sequent research is to quantify potential national-level benefits of economic- 
activity associated with exploration, development, and production of oil and gas resources in the 
Beaufort and Chukchi OCS areas in Alaska; excluding the North Aleutian Basin. On March 3, 2010, 
the Secretary of the Interior Ken Salazar announced that as part of the Obama Administration's plan 
for the protection of special areas like the Bristol Bay in Alaska, the North Aleutian Basin planning 
area would be withdrawn from consideration for oil and gas development through 2017 (U.S. 
Department of the Interior, 2010). 

The economic benefits described in this study are based on reasonable assumptions that were 
developed in the 2009 study about future OCS development. In order to quantify the potential effects 
of oil and gas development in the OCS, a set of scenarios that reflect possible industry-wide 
exploration, development, and production activities for each OCS area was developed.-' This set of 
scenarios represents only one possible picture of the future. The scenarios used were based in part on 
the scenarios discussed by the Bureau of Ocean Energy Management, Regulation, and Enforcement 
(BOEMRE) in published Environmental Impact Statements (EIS) and other materials.'' The scenarios 
include asse.ssments of oil and gas re.sources,’ expected levels of exploration activities, development 
of oil and gas fields and required infrastructure, and operations and maintenance activities at the 
assurned production levels. 

As in the previous study, it is assumed that development would occur given certain price and cost 
assumptions and that there will be no major regtilatory impediments or delays to OCS development 

The assumptions used in the 2009 study are summarized below to provide context to the economic 
analysis in this follow-up study. Table 1 provides details on the Beaufort and Chukchi Sea OCS 
development scenarios. 


’ BOEMRE, formerly the Minerals Management Service (MMS), the federal agency that manages OCS areas, 
develops exploration, development, and production scenarios for use in their environmental assessments and 
environmental impact studies. The scenarios developed by BOEMRE for these OCS areas were used as a 
starting point for this analysis. Major departures from the BOEMRE assumptions/scenarios include: 1) gas 
production in the Beaufort and Chukchi; 2) new on-shore facilities in the Beaufort; 3) updated resource 
estimates using the 2006 BOEMRE Resource Assessment, and 4) adjustments in timing and level of 
exploration and development activities to reflect changes in technology and resource potential, and to 
incorporate insights from industry and BOEMRE staff regarding recent experience operating in arctic conditions 
and in areas of greater water depths. 

'* The recent Draft Environmental Impact Statement for the Beaufort and Chukchi Sea Planning Areas, Oil and 
Gas Lease Sales 209, 212, 217, and 221 was issued after the analysis for this report was completed. The 
scenarios used in this report are based on earlier scenarios and other material that are broader in scope and 
duration than the November 2008 draft EIS. 

' The resource assessments are based on analyses of geology, development costs, and timing, as well as oil 
and gas prices. 
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Beaufort Scenario 

• Exploration drilling occurs over 1 5 years with one to three drilling rigs per season. 

• Development includes construction of seven offshore production platforms, offshore pipelines, 
on-shore pipelines that connect to the Trans-Alaska Pipeline System (TAPS) and a future gas 
pipeline, as well as new on-shore facilities. 

• Production assumes first oil in 2019 and first gas in 2029, with seven fields producing a total 
cumulative volume of about five billion barrels of oil through 204,S and seven trillion cubic feet of 
gas through 2057. 

Chukchi Scenario 

• Exploration drilling occurs over 24 years with one to two drilling rigs per season. 

• Development includes construction of four offshore production platforms, offshore pipelines, on- 
shore pipelines across the National Petroleum Reserve - Alaska (NPR-A) to connect to the TAPS 
and a future gas pipeline from the North Slope. A new shore base*’ on the Chukchi coast is 
assirmed to be constructed to support offshore exploration and development; other on-shore 
facilities are also assumed to be required to support [rroduction activities. 

• Production assumes first oil in 2022 and first gas in 2036, with four fields producing a total 
cumulative volume of 4.8 billion barrels of oil and 7.8 trillion cubic feet of gas through 2057. 

Price Assumptions 

The long term assumptions about petroleum price were based upon projections from the 2008 
Annual Energy Outlook of the Energy information Administration (EIA) of the US Department of 
Energy. The Annual Energy Outlook projected the price of crude oil to fall in a range between $56 
and $83 per barrel (2006$) and the price of gas to fall in a range between $5.8 and $7.4 per mmBtu 
(2006$) through 2030. Beyond that time, a growth rate of 0.5 percent per annum (in real $) was 
assumed. 

A sensitivity analysis considering higher price assumptions was also conducted and is presented in 
Section 7 of this report. 


’’ A shore base is an on-shore facility that will be used for staging people and equipment during exploration, and 
later on to support construction and production activities. The base will likely serve as living quarters for industry 
workers as well as the transportation, storage, and communication hubs for all of the offshore activities. 
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Table 1 . Summary of Development Scenarios in the Beaufort and Chukchi OCS Areas 



Beaufort OCS 

Chukchi OCS 

Resource Size (Mean) 

Oi! and condensates (billion barrels) 

5.97 

8,38 

Gas (trillion cubic feet) 

15.94 

34.43 

Exploration 

Exploration/Delineation Wells 

47 

43 

Exploration Rig Seasons 

31 

27 

Dcveloprncnl 



No. of offshore production platforms 

7 

4 

Offshore/Onshore pipelines (miles) 

235 

680 

Shore bases / facilities 

Marine terminal 

yes 

yes 

Liquefied natural gas (LNG) facility 

no 

no 

Production facility 

yes 

yes 

Support base • • • 

yes 

yes 

Production 


s 

Year 1*' oil flows 

2019 

2022 

Year 1*' gas flows 

2029 

2036 

No. of producing fields 

7 

4 

Total cumulative volume produced (through 2057) 

Oii & gas (billion barrels of oil equivalent) 

6.34 

6.16 

Oil & condensates (billion barrels) 

5.10 

4.79 

Gas (trillion cubic feet) 

6.96 

7.78 

Daily peak production 

Oil & condensates (barrels per day) 

1,165,707 

565,472 

Gas (million cubic feet per day) 

883 

1,421 

Source: NEI and ISER, 2009. 




Note: The resource size estimates are from the 2006 BOEMRE Resource Assessment. The numbers shown In 
the table are the mean undiscovered economically recoverable resource estimates (UERR) assuming resource 
commodity prices of $60 per barrel of oil and $9.07 per thousand cubic feet of natural gas. 

Given the level of exploration, development, and production activities in the Beaufort and Chukchi 
OCS areas, this study shows that the federal government and other states outside of Alaska are 
expected to receive significant financial benefits from OC5 lease payments, taxes, and other fees 
associated with the increase in economic activity resulting from exploration, development, and 
production of CXS oil and gas resources. Moreover, oil and gas sector jobs, manufacturing jobs, jobs 
in the trade and services sector, and other support sector jobs would also be generated in the rest of 
the nation to support the OCS activities in Alaska. 

The rest of this report describes the analysis and results of the national-level economic benefits of 
OCS development in the two Alaska OCS areas. The discussion is organized according to the tasks 
outlined in the scope of work requested by Shell Exploration & Production, as follows: 1) Direct and 
indirect Alaska and local government revenues, 2) Federal lease revenues, .3) Federal corporate 
income tax revenues, 4) Federal personal income tax, 5) Additional indirect revenues to federal and 
other state governments, 6) Sensitivity Analysis, and 7) Total jobs generated in Alaska and the rest of 
the nation. 
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2 Direct, Non-Petroleum, and indirect Alaska and Local 
Government Revenues 

The values shown in Table 2 and Table 3 are estinnated cumulative state and local government 
revenues over the 50-year period resulting from the development and commercialization of 
petroleum resources in the Beaufort and Chukchi OCS,' Table 4 presents the combined results for the 
Beaufort and the Chukchi OCS. These results are primarily summarized from the 2009 study with 
adjustments in units from 2007 dollars to 2010 dollars, and additional estimated indirect revenues to 
local governments. 

Direct Revenues 

Three categories of direct revenues that would potentially accrue to the State of Alaska and the North 
Slope Borough are estimated: 1) property taxes, 2) state corporate income taxes, and 3) shared lease 
revenues. 

The State of Alaska collects a property tax on petroleum-related property locattid onshore and a 
corporate income tax on a portion of income generated by OCS activities. The state properly tax 
estimate is based on the share of total infrastructure associated with OCS production that is located 
on shore. Most of the tax is passed through to local jurisdictions within which the infrastructure is 
located, so the state retains just a small share of the total amount collected. 

The state corporate income tax liability is based on the percentage of worldwide corporate profits 
attributable to activities in Alaska — determined by a three-part allocation formula including the shares 
of worldwide production, sales, and property based in Alaska. OCS activity would increase worldwide 
profits for any company, Alaska corporate income tax revenue would increase for a company with no 
Alaska onshore activity (or no activity elsewhere in the world) since the onshore portibh of OCS 
related property would be attributed to Alaska in the allocation formula and Increase the percehtage 
of worldwide corporate profits attributable to activities in Alaska. For a company with existing onshore 
activity in Alaska, the allocation formula would fall with the addition of mostly offshore OCS 
production, so the percentage of worldwide profits attributable to activities in Alaska would fall. The 
Alaska tax liability of such a company would fall or rise depending on whether the percent drop in the 
Alaska formula was greater or less than the percent increase in worldwide profits, A modest increase 
in corporate income tax revenues from activities in the Alaska OCS is assumed. 

The state also receives a share of bonuses and lease revenues on federal tracts between three and six 
miles offshore (known as 8(g) common pool lands). 

Non-Petroleum Revenues 

Non-petroleum revenues are generated from non-petroleum business activity supportive of OCS 
development as well as household income resulting from OCS development 

Besides the direct corporate income taxes that would be collected by the State of Alaska, various 
excise taxes on motor fuels, alcohol, and tobacco would also be generated due to increase in 
economic activity in the stite. 

Although the state does not currently have a personal income tax or a statewide general sales tax, it is 
anticipated that based on fiscal projections, the state will be forced to impose one or both in the 


' Estimated Chukchi revenues are slightly higher than reported in the original study because of inclusion of state 
property tax revenues from extended life of the oil pipeline. 
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future as revenue from petroleum production on state lands continues to decline. A state personal 
income tax is assumed to be phased in during the decade after 2020. Income tax revenues attributed 
to OCS development in this report are from the additional new payroll associated with OCS 
development only, including petroleum-related workers and workers in supporting businesses. 

Indirect Revenues 

Indirect revenues result from the increased value and volume of petroleum production from state and 
non-OCS federal lands in Alaska because OCS production reduces development and production 
costs. Five enhancements to production on state and non-OCS federal lands from OCS development 
were considered and the indirect revenues associated with each enhancement were estimated. 

1. Value (Full Oil Pipeline) — OCS oil production would add to the existing flow of oil through the 
existing oil pipeline, so the tariff (inversely related to throughput) would be reduced and the 
wellhead value of non-OCS oil would increase. The higher wellhead value of non-OCS oil would 
increase state revenue from the production and corporate income taxes as well as from royalties. 
Federal and state corporate income tax revenues would increase as well. 

2. Value (Extend Life of Oil Pipeline) — OCS oil production would extend the life of the oil pipeline 
that otherwise would cease to operate when daily throughput fell below a threshold level of about 
200,000 barrels per day. The value of the pipeline would be enhanced with extension of the 
operating life of the oil pipeline. (This occurs only in the Chukchi development case.) The state 
would collect additional property tax revenue from the extended life of the pipeline and most of 
this additional revenue would pass through to local governments. The state would also collect 
some additional corporate income tax revenue because the onshore pipeline would increase the 
share of worldwide income subject to the state tax compared to an offshore transportation system 
for the remaining North Slope oil. Federal and state corporate income tax revenues would 
increase because of the additional pipeline profits produced by its longer life. 

3. Volume (New Production from Lower Tariff) — A lower tariff would result in higher wellhead 
value for North Slope oil and enhance the profitability of marginal oil production from state and 
non-OCS federal lands. This would result in a modest increase in production from existing fields 
(estimated at 141 million barrels). The production increase would generate state revenue from the 
production, corporate income, and property taxes as well as royalties. (It is assumed that this 
production is on state land.) Most of the property tax revenues would pass to local government. 
Federal corporate income tax revenue would also increase. 

4. Volume (New Production from Expanded Infrastructure) — The increase in and extension of 
infrastructure on the North Slope from OCS development would enhance the profitability of 
marginal oil fields and result in a modest expansion of production from these fields (87 million 
barrels). The production increase would generate state revenue from the production, corporate 
income, and property taxes as well as royalties. We assume the enhanced production associated 
with Chukchi OCS development takes place on federal land (NPR-A) where the royalties are 
shared equally between the federal government and the state. The enhanced production 
associated with Beaufort development takes place on state land. Most of the property tax 
revenues would pass to local government. Federal corporate income tax revenue would also 
increase, and the federal government would also collect the royalties from NPR-A development, 
retaining 50 percent and passing the other 50 percent to the state. 

5. Value (Full Gasline) — OCS production would increase the flow of gas through a gas pipeline, so 
the tariff would be reduced and the wellhead value of non-OCS gas would increase. (It is 
a,ssumed that the value of non-OCS production increases but that there is no increase in the 
volume of non-OCS production.) The higher wellhead value of non-OCS gas would increase state 


5 


Northern Economics 



363 


Potential National-leifel Benefits of Alaska PCS Development 


revenue from the production and corporate income taxes as well as from royalties. Federal 
corporate income tax revenue on that production would increase as well. 

Table 2. Estimated Cumulative State of Alaska and North Slope Borough Revenues from Beaufort DCS 
Development, 2008 to 2057 




State of Alaska 

North Slope Borough 

Total 

Category 



($2010 Millions) 


Direct Revenues 


355 

1,163 

1,518 

Property Tax 


94 

1,163 

1,257 

State Corporate Income Tax 


236 

- 

236 

Shared Lease Revenues 


25 


25 

Non-Petroleum Revenues 


1.958 


1.958 

Indirect Revenues 

M 

5,31? 


5,335 

Value (Full Oil Pipeline) 


3,064 

- 

3,064 

Value (Extended Life of Oil Pipeline) 


- 


- 

Volume (New Production from Lower Tariff) 


1,008 

14 

1,022 

Volume (New Production from Expanded 
Infrastructure) 


712 

9 

721 

Value (Full Gas Pipeline) 


528 


528 

Total: 


7,626 

1,185 

8,811 

Source: NEI and ISER, 2009 study: and 2010 estimates. 




Table 3. Estimated Cumulative State of Alaska and North Slope Borough Revenues from Chukchi OCS 
Development, 2008 to 2057 



State of Alaska 

North Slope Borough 

Total 

Category 


($2010 Millions) 


Revenues 


491 

J.304 

Property Tax 

202 

2,491 

2,693 

State Corporate Income Tax 

611 

- 

611 

Shared Lease Revenues 

- 


- 

Non-Petroieum Revenues 

1,637 



Indirect Revenues 

5,276 < 


5,563 

Value (Full Oil Pipeline) 

2.989 

- 

2,989 

Value (Extended Life of Oil Pipeline) 

132 

264 

396 

Volume (New Production from Lower Tariff) 

1.062 

14 

1,077 

Volume (New Production from Expanded 




infrastructure) 

387 

9 

396 

Value (Full Gas Pipeline) 

705 

- 

705 

Total: 

7,726 

2778 

10,504 

Source; NEI and ISER, 2009 study: and 2010 estimates. 
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Table 4. Estimated Cumulative State of Alaska and North Slope Borough Revenues from Beaufort and 
Chukchi OCS Development 2008 to 2057 



State of Alaska 

North Slope Borough 

Total 


Category 


($2010 Millions) 



Direct Revenues 

1,169 

3,654 

.1.822 


Property Tax 

296 

3,654 

3,950 


State Corporate Income Tax 

847 

- 

847 


Shared Lease Revenues 

25 

- 

25 


Non-Potrolcutn Revenues 

3,595 


3.595 


Indirect Revenues 

10,588 

309 

10,897 


Value (Full Oil Pipeline) 

6,052 

- 

6,052 


Value {Extended Life of Oil Pipeline) 

132 

264 

396 


Volume (New Production from Lower Tariff) 

2.071 

28 

2,099 


Volume (New Production from Expanded 
Infrastructure) 

1,100 

17 

1,117 


Value (Full Gas Pipeline) 

1,233 

. 

1,233 


Total: 

15,352 

3,963 

19,315 


Source: NE! and ISER, 2009 study: and 2010 estimates. 
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3 Federal Lease Revenues 

OCS leases generate bonus bids, rentol payments, and royalty payments to the federal government. A 
description of each of the various lease revenue types is presented below, followed by an estimate for 
total federal lease revenues. 

Lease Revenue Types 

Bonus bids are cash payments paid to the federal government in exchange for the right to explore 
and develop the petroleum reserves in OCS areas. Companies/explorers participate in a sealed bid 
auction to lease tracts of land during scheduled area-wide lease sales. 

Bonus bids are generated at the time the area-wide lease sales occur. The model estimates bonus bids 
based on historical patterns. Typically, succeeding lease sales generate fewer bids because the best 
prospects have been previously leased. In the Chukchi, therefore, it is expected that the next lease 
sale will generate significantly fewer bonus bids than the 2008 lease sale. Revenues from bonus bids 
were assumed in the model to follow BOEMRE's planned lease sales in the Beaufort {2009 and 2011), 
and the Chukchi (2010 and 2012). The results of the recent Chukchi lease sales that generated $2.66 
billion in bonus bids have been incorporated into the model. 

A rental payment is established in the lease agreement and made to the lessor (BOEMRE) every year. 
However, there is no rental payment once production begins, BOEMRE does not place a lease back 
on anntial rental status once production has begun, even though production has stopped and the 
lease is still in its primary term. In such cases, the lessee pays minimum royalty, which for BOEMRE is 
calculated at the same rate as the rental. Rental rates vary per year and are usually specified in the 
Final Notice of Sale. The model assumes a flat rental rate of $7.50 per acre for the Beaufort and 
Chukchi leases. 

A royalty is a share of the minerals produced from a lease. It is a percentage of production paid either 
in money or in kind that a federal lessee is required to pay. On the Alaska OCS, typically a 
12.5 percent royalty rate is applied for OCS leases that are in production. A minimum royalty 
payment is typically established as part of the lease agreement. The lessee pays BOEMRE a minimum 
royalty at the expiration of each lease year with a credit applied for actual royalty paid during the 
lease year. 

Under certain circumstances, a royalty relief or suspension is granted by the Secretary of the interior 
to promote increased oil and gas production. The royalty suspension is prorated by lease acreage and 
is subject to price thresholds. This analysis assumes, given the projected oil and gas prices, that no 
royalty suspension would apply to any of the Alaska OCS leases. 

For the purpose of this analysis, royalties were estimated based on projected oil prices fluctuating 
around $65 per barrel in constant dollars and natural gas (Henry Hub) prices fluctuating around $6.40 
per mmBtu for the period between 2008 and 2030, and then increasing at one-half of one percent 
per year through 2057. The price assumptions through 2030 are based on publicly available long- 
term price projections for oil and natural gas generated by the EIA (Annual Energy Outlook 2008). The 
Annual Energy Outlook presents a projection and analysis of U.S. energy supply, demand, and prices 
through 2030. The projections are based on results from the ElA's National Energy Modeling System. 
The implications of higher prices on the potential revenue effects are discussed in Section 7. To 
calculate the royalties, netback prices for oil and gas were used. The netback price reflects the price of 
the resource at the point of production (market price less transportation costs). 
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The estimated federal lease payments were generated using the revenue models developed in the 
March 2009 study for Shell Exploration and Production released in March 2009. 

Estimated Federal Government Take from Beaufort OG lease Payments (in 2010$) 

Total cumulative federal government take from lease revenues in the Beaufort OCS is estimated to 
amount to $48.2 billion over the 50-year period. This amount includes bonus bids, rental payments, 
and royalty payments. Royalty payments account for the majority of the lease payments, amounting to 
$47.6 billion, assuming a 1 2.5 percent royalty rate on the Beaufort leases. 

Estimated Federal Government Take from Chukchi OCS lease Payments (in 20T0$1 

Total cumulative federal government take from lease revenues in the Chukchi OCS is estimated to 
amount to $48.7 billion over the 50-year period. Of this total amount, $44.3 billion is estimated to 
accrue from royalty payments on the Chukchi leases. 
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4 U.S. Federal Corporate Income Tax Revenues 

Table 5 shows the estimated cumulative and annual average federal corporate income tax payments 
directly generated from the Beaufort and Chukchi OCS development. 


Table 5. Estimated Potential Federal Government Take from Corporate Income Tax Payments 



Beaufort OCS 

Chukchi OCS 

Both OCS Areas 

Category 


($2010 Millions) 


Cumulative Total : 2008 to 2057 

26,684 

24,790 

51,474 

Annual Average 

684 

689 

1,373 


Source: NEI estimates, 2010. 


These estimates are based on the following data sources and approach: 

• The EIA data on offshore petroleum acquisition, exploration, development, and production costs 
for 2008 (Source data: Financial Reporting System" S5211: Refining, Exploration & Production 
Operations, Expenditures & Operating Expense Detail). 

• EIA data on offshore production volumes for oil and gas in 2008 {Source data: Financial Reporting 
System T-21 : Exploration and Development Expenditures, Reserves, and Production by Region). 

• 2008 average West Texas Intermediate (WTI) crude oil price and 2008 average Henry Hub 
natural gas price as reported by the Energy Information Administration. 

Net income as a percentage of total revenues was determined using the above data. The costs of 
exploration, development, and production in the Beaufort and Chukchi OCS areas are anticipated to 
be double the current costs of operating in the Gulf of Mexico OCS, which is the basis for most of the 
2008 EIA data. This higher cost assumption is based on BOEMRE's 2006 analysis of econbfnicaily 
recoverable re.sources in the different OCS areas. Given higher costs in Alaska OCS areas, oil and gas 
companies' net operating income is estimated to be 20 percent of total revenues. 

Using the Beaufort and Chukchi production scenarios and oil and gas price assumptions from the 
March 2009 study, the amount of taxable income (net operating income) was derived and a 
35 percent federal corporate income tax rate was applied. 


“ The Financial Reporting System (FRS) is designed to permit review of the functional performance of the major 
U.S. energy-producing companies in total, as well as by specific functions and geographic areas of operation. 
The financial reporting schedules obtain data on revenues, costs, and profits, thereby indicating financial flows 
and performance characteristics. In addition. Form EIA-28 collects balance sheet data (i.e., accumulated 
property, plant, and equipment, etc,), along with data on new investment in these accounts. To complement the 
financial data, a series of statistical schedules are Included to trace physical activity patterns and to evaluate 
several physical/financial relationships. 
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5 Federal Personal Income Tax Revenues 

Table 6 presents the estimated federal personal income tax receipts associated with the direct, 
indirect, and induced jobs generated within Alaska. This estimate accounts for the high tax revenues 
from high wage petroleum workers as it is based on industry-specific wage rates calculated in the 
original study and 2008 federal average income tax rates (as a share of adjusted gross income) taken 
from IRS reports. The direct share represents estimated taxes of workers directly engaged in OCS 
activities. The estimated total payroll associated with the Alaska-based jobs is $63 billion (in 2010$). 

Table 7, on the other hand, shows the estimated federal personal income tax payments associated 
with the direct, indirect, and induced jobs generated outside of Alaska (or the rest of the nation) that 
result from activities in the Beaufort and Chukchi OCS. This estimate is also based on the 2008 
average federal income tex rates. The estimated total payroll associated with the jobs generated 
outside of Alaska is $82 billion (in 2010$). 


Table 6. Estimated Cumulative Federal Personal Income Tax from Activity within Alaska (Millions of 2010$), 

2008to20S7 


OCS Area 

Direct (basic) 
Personal Tax Share 

Indirect and Induced 

Personal Tax Share 

Total 

Beaufort OCS 

2,019 

1,540 

3,558 

Chukchi OCS 

1,815 

1.321 

3,136 

Total: Both Areas 

3,834 

2,861 

6,694 

Source; ISER estimates, 2010. 




Table 7. Estimated Cumulative Federal Personal Income Tax from Activity Outside Alaska (Millions of 2010$), 

2008 to 2057 

OCS Area 


Amount 


Beaufort OCS 


1,930 


Chukchi OCS 


1,473 


Total: Both Areas 


3,402 



Source; ISER estimates, 2010. 


Table 8 presents the combined estimated federal personal income tax payments resulting from activity 
within Alaska and the rest of the U.S. The estimated combined total payroll associated with OCS jobs 
within and outside of Alaska is $145 billion. 


Table 8. Summary of Estimated Cumulative Federal Personal Income Tax Receipts from OCS Activity within 
and Outside of Alaska, (Millions of 2010$), 2008 to 2057 


OCS Area 

Activity Within Alaska 

Activity in the Rest the U.S. 

Total 

Beaufort 

3,558 

1,930 

5,488 

Chukchi 

3,136 

1,473 

4,608 

Total: Both Areas 

6,694 

3,402 

10,096 

Source: ISER estimates, 

2010. 
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6 Additional Federal and State Tax Revenues 

Additional federal and state tax revenues arise from corporate income taxes associated with extending 
the life of the oil pipeline, federal corporate income taxes on indirect effects of OCS activity, federal 
royalty' payments from incremental marginatoil field development in the NPR-A, taxes and revenues 
from non-petroleum associated business activity, and non-Alaska state sales, personal income, and 
corporate income taxes. 

Additional Revenues from Extending life of Oil Pipeline 

The oil pipeline was assumed to cease operation in 2045 under the No OCS development case in the 
2009 study, with remaining North Slope oil transported to market by more expensive tankers. That 
study also estimated the state production tax, income tax, and royalty revenues that a full or fuller 
pipeline resulting from OCS production would generate because of a lower tariff (Both higher 
revenues from existing production and incremental production.) However, if the pipeline were to 
remain operational beyond 2045, it would also continue to generate property taxes for the State of 
Alaska, which would be shared with the North Slope Borough and other local governments in which 
TAPS is located. In addition, the state would capture some revenues through the corporate income 
tex on the pipeline itself because, as property, the pipeline increases the share of worldwide oil 
company income to Alaska (compared to an offshore marine transit system). Federal corporate 
income tax revenues would also be higher because the total return on pipeline operations would be 
greater than the return on marine transportation because the higher tariff of marine transportation 
would result in lower oil production. 


Table 9. Summary of Estimated Cumulative Property and Income Tax Receipts from Extension of Oil Pipeline 
Life, (Millions of 2010$), 2008 to 2057 


OCS Area 

State Property Tax 

Local Property Tax 

State Income Tax 

Federal Indd^e tax 

Beaufort 

Chukchi 

29 

264 

103 

335 

Total: Both Areas 

29 

264 

103 

335 


Source: ISER estimates, 2010, 

Note: Beaufort Sea OCS production in the March 2009 report was assumed to cease in 2045, the same year as 
the oil pipeline would cease operating; hence, Beaufort OCS production would not contribute to extending the life 
of the oil pipeline. 

Additional Federal Revenues from OCS Development 

The federal government would collect revenues from three additional sources associated with OCS 
development. The first would be corporate income taxes on the income generated in Alaska from the 
indirect effects of OCS activity — the reduction of the oil pipeline and gas pipe line tariffs (Value) and 
the incremental production from marginal oil fields stimulated by the higher wellhead oil price and 
the additional infrastructure (Volume). This estimated additional federal corporate income tax is 
determined based on indirect state revenue calculated in the 2009 study. 
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Table 10. Summary of Estimated Cumulative Federal Corporate Income Tax Receipts from Indirect Revenue 
Activities, (Millions of 2010$), 2008 to 2057 


Value Volume Marginal Oil Expanded 

OCS Area (Full Oil Pipeline) (Oil Pipeline Lite) Fields Infrastructure Total 

Beaufort 1,608 470 332 277 2,687 

Chukchi 1,569 495 276 370 2,710 

BothAreas 3,177 965 608 647 5,397 

Source: ISER estimates, 2010. 

Note: These include increase in taxable income from a tower oil pipeline tariff, the increase in production 
stimulated by the lower tariff, and the increase in production from reduced costs associated with expansion of 
petroleum related infrastructure. 

The second revenue source would be non-petroleum revenues — other taxes and revenues collected 
on business activity generated by OCS development — both within and outside Alaska (in addition to 
the personal income tax). This additional federal revenue is estimated as a share of the personal 
income tax, based on the ratio of other taxes to the personal income tax revenue collected by the 
State of Alaska. 


Table 1 1 . Summary of Estimated Cumulative Federal Other Taxes and Fees from OCS Activity within and 
Outside Alaska, (Millions of 201 0$), 2008 to 2057 


OCS Area 

Within Alaska 

Outside Alaska 

Amount 

Beaufort 

1,031 

559 

1,590 

Chukchi 

887 

417 

1,304 

Total: Both Areas 

1,918 

976 

2,894 


Source: ISER estimates, 2010. 


The third revenue source would be royalty payments for incremental marginal oil field development 
in the NPR-A as a result of the Chukchi OCS development and the availability of infrastructure 
resulting from that development. It is estimated that about $194 million would accrue to the federal 
government in royalty payments. This assumes a royalty rate of 12,5 percent (for less attractive fields; 
a royalty rate of 1 6.67 percent is usually applied to areas that are more attractive). Fifty percent of the 
royalty payments are retained by the federal government and the remaining payments go to the State 
of Alaska for addressing impacts on affected communities. 

No federal royalty payments are anticipated to accrue from tlie development of marginal fields due to 
Beaufort Sea OCS infrastructure since infrastructure already exists or is being planned for areas east of 
Prudhoe Bay and this is a region of the North Slope that is primarily state-owned. 

Non-Alaska State Tax Revenues from OCS Development 

Alaska OCS development would generate jobs and expenditures in other states, creating government 
revenues from personal income tax, sales tax, and other taxes and fees. The magnitude of those 
revenues is estimated based on anticipated personal income and the national average rates of state 
income and sales taxes (as a ratio to personal income). The national average rates of state income, 
sales, and other taxes were obtained from the U.S. Department of Commerce, State and Local 
Covernment Finances. 
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Table 12. Summary of Estimated Cumulative Non Alaska State Personal income and Sales Tax Receipts from 
OCS Activity, (Millions of 2010$), 2008 to 20S7 


OCS Area 

Amount 

Beaufort 

3,731 

Chukchi 

2,847 

Total: Both Areas 

6,578 

Source: NEI and ISER estimates, 2010. 
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7 Sensitivity Analysis 

A sensitivity analysis was conducted to consider effects on government take of higher market prices 
for oil and gas {holding all other factors constant). In this sensitivity analysis, the higher price scenarios 
do not result in greater volumes of oil and gas production than is presented in the base case analysis. 

The base case as presented in the previous sections, assumed long-term (50-year) projected prices of 
oil and gas fluctuating around $65 per barrel arid $6.40 per million Btu of natural gas, respectively. 
These price assumptions are based on ElA's June 2008 published petroleum price forecast. 

This sensitivity analysis considers the following oil and gas price levels through the year 2030: 

Case 1 : Oil: $80 per barrel and natural gas: $7.80 per mmBtu 
Case 2: Oil: $100 per barrel and natural gas: $9.80 per mmBtu 
Case 3: Oil: $120 per barrel and natural gas; $1 1 .80 per mmBtu 

Market prices after 2030 and through 2057 were assumed to increase at a rate of 0,5 percent per 
year (same assumption as the base case). 

As expected, higher market prices for oil and gas would result in higher government revenues from oil 
and gas development in Alaska's OCS areas. 

The results of the sensitivity analysis are summarized in the following figures. Figure 1 presents the 
estimated government take by entity under different petroleum price levels. Figure 2 illustrates the 
sensitivity of various estimated government revenues to changes in market prices for oil and gas. This 
figure only includes those revenue categories (federal and state) that are anticipated to be affected by 
changes in oil and gas prices. 

In particular, the sensitivity analysis indicated the following: 

• Total government take (federal, state, and local) increases from $193 billion under the base 
case to $214 billion under Case 1, $263 billion under Case 2, and $312 billion under Case 3 
(See Figure 1 ). 

• Of the various direct and indirect revenue streams, the most sensitive to higher oil and gas 
price levels is federal government take from lease revenues (see Figure 2). In the base case, 
estimated total cumulative lease revenues accruing to the federal government from the 
Beaufort and Chukchi OCS development is $97 billion. Higher prices are expected to result 
in $110 billion under Case 1 price level, $140 billion under Case 2 price level, and 
$1 71 billion under Case 3 price level, 

• Federal corporate income taxes also increase with higher price levels. Base case estimated 
cumulative federal corporate income tax payment from the Beaufort and Chukchi OCS 
development is $52 billion (See Figure 2). Under Case 1 price level, government take is 
estimated to increase to $59 billion, $76 billion under Case 2, and $93 billion under Case 3. 

• With higher prices, indirect revenues to the State of Alaska increase as a result of higher oil 
and gas wellhead values on the new production considered in the base case — new' 
production from lower tariff and new production from expanded infrastructure. Higher 
wellhead prices result in higher royalties, production, and income tax payments from the oil 
and gas industry (see Table 13). 

• Higher prices do not have any significant effect on indirect revenues associated with the full 
pipeline effects (oil and gas pipelines) since those revenue effects are quantified based on the 
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impact of additional throughput on pipeline tartffs.(the difference in the pipeline tariff due to 
additional throughput does not change with higher petroleum market prices). Similarly, 
indirect effects associated with the extended life of TAPS are not affected by changes in prices 
since higher price scenarios do not result in greater volumes of oil and gas production. 


Figure 1 . Estimated Cumulative Government Take by Entity under Different Petroleum Price Levels, 
Combined Beaufort and Chukchi DCS Development (in 2010$) 


Oil:Sl20 

Gas:$11.80 


Oil:$100 

Gas:$9.80 


Oil:$80 

Gas:$7.80 


■ Other State Governments 

■ Federal Government 

■ North Slope Borough 

■ State of Alaska 


Base Case Case 1 Case 2 Case 3 


Source: NEI and ISER estimates, 2010. 
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Figure 2. Estimated Cumulative Federal and State Government Take by Revenue Stream under Different 
Petroleum Price levels. Combined Beaufort and Chukchi DCS Development (in 2010$) 
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Table 13 summarizes the results of the sensitivity analysis by revenue category under the different 
price level assumptions. As shown in the table, estimated government take from property taxes, non- 
petroleum taxes, and indirect revenues from full oil pipeline effect, extended life of oil pipeline effect, 
and full gas pipeline effect are not significantly affected by changes in market prices and remain 
unchanged from base case estimates. On the other hand, estimated government take from corporate 
income tax receipts, lease revenues, and indirect revenues from new production due to lower tariff 
and expanded infrastructure increases with higher market prices for oil and gas. 


Table B. Estimated Cumulative Federal, State, and Local Government Take under Various Price Levels by 
Category and by Entity, Combined Beaufort and Chukchi OCS Development (in 2010$ millions) 


Category 

Base Case 
$65/barrel 
$6.4/mmBtu 

Case 1 
$80/barrel 
$7.8/mmBtu 

Case 2 
$100/1)arrel 
$9.8/mmBtu 

Case 3 
$1 20/barrel 
$11.8/romBtu 

Direct Revenues . •. 





Property Tax 

3.950 

3.950 

3,950 

3,950 

Corporate income Tax 

52,320 

59,595 

76,759 

93,923 

Lease Revenues 

96,887 

109,876 

140,525 

. ■ 171,175 

Non-Petroleum Revenues 




KMiiliiitiii 

Personal Income Tax 

12,648 

12,648 

12.648 

12,648 

Potential income Tax 

2,794 

2,794 

2,794 

2,794 

Other Taxes and Fees 

7.721 

7,721 

7,721 , 

. . .... 7,721 , 

Indirect Revenues 





Value (Full Oil Pipeline) 

9.230 

9,230 

9,230 

9,230 

Value (Extend Life of Oil Pipeline) 

731 

731 

731 

731 

Volume (New Production from 
Lower Tariff) 

3,064 

3,144 

4,019 

4,893 

Volume (New Production from 
Expanded Infrastructure) 

1,930 

1,980 

2,532 

3,082 ' 

Value (Full Gasline) 

1,881 

1,881 

1,881 

1,881 

Total: 

193,156 

213,550 

262,790 

312,028 


Source: NEI and ISER estimates, 2010. 
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8 Estimated Jobs Generated iii the Rest of the Nation (Outside 
Alaska) 

Potential employment effects of OCS development on the rest of the nation were generated using 
Policy lnsight+ {PI+). This model, which is similar to ISER's MAP model for Alaska, is a dynamic 
forecasting and policy analysis model that integrates input-output, computable general equilibrium, 
econometric, and economic geography methodologies. PI+ was developed by Regional Economic 
Models, Inc. (REMI) and is widely used by government agencies (including most U.S. state 
governments), private and public research firms, and utilities. 

The analysis considered the effects of an increase in economic activity associated with exploration, 
development, and production of OCS oil and gas resources. The inputs to the PI+ model were the 
estimated annual direct jobs associated with 28 different OCS activities starting from geological suwey 
all the way to abandonment. These direct job estimates are based on previous manpower 
requirements results generated in the March 2009 study. The results only go through 2050, a 
constraint of the PI + model. 


Table 14, Estimated Annual Average Employment Effects of the Beaufort and Chukchi OCS Development on 

the Rest of the United States 


Category 


Beaufort OCS 

Chukchi OCS 

Both OCS Areas 

Annualized Average 

1 




Entire Timeframe 


16,400 

12,100 

28,500 

Production Phase 


20,300 

15,200 

35,500 

ReafcEmptoyment 


32,800 





2038 



Source: REMI’s PI+ model results using direct lOb estimates from 2009 NEI and ISER study. 
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What Drjves The Alaska Economy? 
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Understdnciing Alaska 
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r drives Alaska's economy is new money: 

. jy coming in from outside the state; How big 
' economy is, and how much it grows, 
is on how much new money comes in. 

New money comes from "basic*' sectors — 
the sectors that are the basis for a!i jobs and 
income across Alaska. They are, in effect, the gears driving the economy. 

Alaska has eight main basic sectors, but the number of Alaskans they 
employ directly is small, compared with the number of jobs they support 
indirectly. Figure 1 shows numbers and shares of jobs tor Alaskans that die 
federal government, the petroleum sector, and the other basic sectors gen- 
erated on average between 2004 and 2006, The numbers for any specific 
period aren't as important as the percentages, which don't change much 
from yeartoyear. 

• if t/ie flow of federal and petroleum . 
money disappermi overnight two- ; Figurel, What Generates 
thirds of the jobs for Alaskms would : 'Mms\ Average Number of Jijte 

also disappear, because each of them ; 
supports a ttiircl of those jobs, f P(.„o|fu„, sector 

■ Alaska's other busk seam combined .. ..... V 

support about a thirdofjobs forAtaskam. I 

The seafood, mining, and timber sectors I 

produce commodities that are exported. » 

The tourism and international air cargo 
sectors .sell services to people from out- 
side Alaska, federal retirement checks i : f 'i T .i :..::; 
and investment Income Alaskans collect c itgjtfcBsiSfjSaa* 
from outside sources also generate jobs. 

How is it that the federal gov- Note This anatyssibows that the p 

ernmeni and the petroleum sector economv supporting jobs in almos: 

support most jobs for residents, and oocvendeeper asafcllow-upiSER' 

sevetal other sectors support the rest? ondstabilitypciroleunibasproviiiei 

This summary, based onalongerpaper u „ 

(see back page), is a uniqui a- a ' s 

of how the basic sectors drive the 

economy. Instead of looking just at jobs 

in a specific activity— -seafood processing, for itisiance— we allocate all 

the jobs throughout the economy to the basic sectors that support them. 


f igurel . What Generates Jobs for Alaska Residents^? 

{Annual Average Number ofJobsffbtBesidenls, 2004-2006; 357,000) 


3W I 35% 
IigOM|l*s I 125,l)(»Jobs 


All other basic sectors'' ’■ ' .7 

®[«fcilss )Obi Itey li» nun « sld«us. *’Sfd!i)< luu'isni m'nmg, tisilw. iMerodtoiHi air Gdrgn ; 
' and j)OTGGnal'i3Asct5lnjni'Oii'5fdu Al^a[ptin>(f''rr^ 'ojiAii^ptinnnvni bftiPtrls} 

Note Th!sai»tysss.bo«vsil!atthepetioleoinsectorreati!esacrossAlasl(ab 


go Mii deeper, asafMlow-iipB(Rstii#wi8sliow, tVAteutltie support 
and stability petmleun! has pwideelsinoethe »6te, Atekak etpnosiy 
iliijltl be orilytiaiftbesM»»(bjio4f«fte new stooy III early 2W, 


We analyze just jobs for Alaska residents, even though many non-residents 
also work here. They don't typically spend their paychecks in Alaska, so they 
don't add as much to the economy. 

To compare across sectors, we've converted all inn^ it's', 'n-, h' i.'i 
agenumber.ThatmeansfotindustrieslikecomrtHrca'h •in,, idtn iwn 
which have a lot of seasonal jobs, we've ttanslat. J the l''r.'ni "u" , , 'f 
seasonal jobs into a smaller number of year-round jots St II k, ,p n .imd 
that not all jobs are equal; some pay much more than otiiers. 

Wot Dots kirnn’s Ecosomv loos Lise This? 

Before we talk more about how the basic sectors geiierate |obs, it's 
useful to look at the big picture. Why does the federal government piay 
such a big role in Alaska, and why ate most basic sectors ones that produce 
natural resources? Why don't we have, say, more in-state manufacturing or 
large high-tech businesses? 

Federal spending in Alaska is high, 
ibsforAlaskaResidents ? the population, for several 

ftesldenti, 2004-2006: 357,000) , rej 5 oos_iuc|uPiug j Ijfgj military 

■ presence; huge federal land holdings; 
federafgoverhmecit; ;i federal hcalth-careandothcrprogranis 
for Alaska Natives; and confinuing con- 
struction of basic ihfrastrocturei that 
the federal govemmetit helps pay for. 

Alaska's economy has atsb his- 
torically been shaped by character- 
llsBSlsilSiiB:! istics that increase the cb5is of.doing 
sectors" '"’' business and make development 
mmi mmp. iMwrUaMi »<».« difficult— including huge size, harsh 

iiiteaMiRtiivmwiwBua. • climate, and distance from markets 
skarra'sertotteachesatross-AtasItaS “PPl'"'*- ''“'"'"’if 3 ">wth and 
(e»ind»sity.8ut|ieti*uraksf(KB technological advances have reduced 
twiHshiiw, Wteotitiesupiwt butnoteiiminatedsudidisadvantages, 
wtbef»,Atekaketen<iS>y especially in remote areas, 

odifaftenewstuoymeadyZW. j/UpYu pjj, «»8TANT? 

Why is if important for new money 
to come into the state? That's because 
no economy — in Alaska or anywhere— is self-sufficient. All economies 
have to buy goods and services that aren't produced locally, which means 


This method gives a clearer picture of the structure of the economy, but it If' “ '“'“"’if f 


may produce different numbers than other methods. 

Here we use jobs for residents to measure economic contributions — a 
reasonable measure but not the only one, as we discuss in the full paper. 


loss has to be offset by new money flowing in, or the local economy would 
eventually go broke. 
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Figure 2. What Shares of Jobsin Vaiious industries Depend on Petroleum? 

State govemmsM 75 % 

toc^ go^nrrffioc S7^ 0 

Financo/Keal Estate HHiilllipM 



How Bask iMoysTRiB Wess 

The new money every economy needs comes ffom 
selling goods or services to companies or people from 
somewhere else. Several of Alaska's basic sectors produce 
comniodities for export to work! markets — oil and gaSi 
seafood, minerals, and timber. The tourism and air cargo 
sectors provide services to consumers from outside Alasb 
— visitors from other places who .spend money in the 
state, and Infemational cargo carriers that spend money 
locally for refueling and other services. 

Money also arrives via the mailboxes of retiiees, who collect Social .; 
Security, federal retirement benefits, and pensions. Other Alaskansalsocoi- i; 
iect earnings from investments outside the state. The federal government 
doesn't pradiice commodities or services for sale in the market, but its a : 
basic sector because all federal money coming into Alaska is new money, i 
Keep in mind that the number of Alaskans the basic sectors employ | 
directly is only a small fraction of the total jobs they generate. The best i 
example of small direct employment but huge indirect employment is in :■ 
the petroleum sector. Only about .5,000 Alaskans work directly in producing 1 
oil and gtis, but the petroleum sector supports more than 100,000 jobs, f 
The oil companies spend a lot of money hiring other businesses to ; 
work for them, and they pay good wages. They also pay billions of dollars f 
in taxes and royalties to the state government. In these and otherways, the : 
pefroloum sector supports jobs in almost a!! Alaska’s industries. As Figure i 
2 shows, the petroleum sector supports 75% of state government jobs and i 
more than half of local government jobs. A quarter to a third of all jobs in j 
finance, utilities, retail and wholesale trade, and construction can be traced ; 
in some way to the petroleum sector. 

For two of Alaska's basic sectors — tourism and retirement income — ifs i 
impossibie. to. identify any specific direct jobs., because tourists and retirees i 
spend their money at the same businesses where all Alaskans do. But these ; 
sectors nonetheless indirectly support thousands of jobs , 

Nqn'Basic StaoRs: SfRvma Auskaks 

Besides the basic sectors, there are other parts of the economy that 
don't sell anything to people from outside Alaska but instead provide goods : 
and services for Alaska households and businesses, These non-bask see- : 
tors depend on money generated by the basic sectors — but they are also ; 
essential to the economy, because they circulate money inside Alaska. 

Money from the basic sectors circulates through the economy as : 
households and businesses make local pur(:ha.ses — and as the money i 
circulates, it generates additional jobs and income. That’s known as the i 
multiplier effect. The larger the non-basic sectors are, the more times die ; 
money turns over in the economy and the bigger the multiplier effect. 

A big change in the Alaska economy since statehood has been the f 
growth of industries providing local goods and services. As recently as ; 
the 1 960s, Alaskans couldn't buy a lot of things locally, and they often | 
traveled Outside for specialized medical care and other services. But In I 
Alaska's urban areas the non-basic sectors now provide virtually the ; 
same goods and services found nationwide, and Alaska businesses are ; 
also able to get support services locally. Because the non-basic sector ; 
are larger now, more money stays in the local economy longer. 


hTSOllUMiNCaiSTfiV-' 

ProdiictitH) Statf/laca! Revenues Slate savings accounts 

About 17% of U.S. oil production is from Alaska, and petroleum is the 
state's most important natural resource sector. Oi! production is concen- 
trated on the North Slope, with a small amount from Cook Inlet, which 
also produces natural gas. The petroleum industry creates jobs direct!)' and 
indirectly through production; through revenues for state and local govern- 
ments;and through special state savings accounts created with oil revenues. 
(A number of other studies, indudiiig a 2008 study by the Alaska Oil and Gas 
Association, have estimated the economic importance of petroleum. But 
because those studies use different methods, the results differ somewhat,) 

• Only a small share of the SlOOOjobs for Alaskans that depend on petroleum 
produaion are d'mt production jobs. Petroleum production, exploration, 
and development activities also create jobs in oil-field support, coitstruc- 
tion, and other industries, The trans-Alaska pipeline, which carries North 
Slope oil to the port at Valdez, generates jobs in transportation and other 
industries. !n-state oil refineries create jobs in manufacturing, transpor- 
tation, and other, industries. Jobs in many other Alaska businesses .also 
depend on spending by households and businesses with income related to 
petroleum production. 

•Stateandloca! petroleum revenues siippoftabout 50,000 jobshr Alaskans. 
That includes roughly 30,000 state and local governmeni: jobs and 20,000 
private jobs generated by state and local spending of oi! revenues. Petro- 
leum revenues essentially finance the entire state General Furid opefating 
budget, and about 40% of local government revenues come either through 
local taxes on petroleum property or .state aid. No other state depends so 
much on a single sector to support state and local activities. 

* Permanent Fund dividends and the Constitutionai Budget Reserve aho 
support about 7, WO jobs for Alaskans. These jobs are indirectly generated 
by the petroleum industry, because the state’s big savings accounts — 
the Permanent Fund and the Constitutional Budget Reserve — were 
established with petroleum revenues. 

The Permanent Fund is a iTuiiti-biiliort-dollar savings account. The state 
constitution prohibits spending the prindpal of the Permanent Fund, but 
every year since the early 1 98Qs the legislature has used a share of the fund's 
earnings to make payments to all Alaska residents, When Alaskans spend 
these dividends, titey generate private jobs throughout the economy. 

IheConstitutional Budget Reserve was established as a saving, s account 
to be used when the state faces budget deficits — as it did several times 
in the 1990s, when oil prices and state oil revenues were low. Spendinc] 
from this reserve generates jobs in the same way as other state spending 
of petroleum revenues. 
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I; 1 m I [r iff mi'' /I'd seafood. The value of minerals 
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H,0Q0 jobs forAloskom. on an an- 
arid pmcessing jobs, this includes. 
joDS N'i Doai repair, ruei supply, ana air transportation, as weH as jobs in 
stores, banks, and other businesses where Alaska households and busi- 
nesse.s spend their income from seafood. 

• Mining supports imrly 12, ,000 jobs forAhskans, including about 2,500 di- 
rect jobs in production, exploration, and development, as well as anumber 
of .self-employed miners. Mining indirectly supports jobs In business that 
sell supplies to the mines and in construction companies working on mine 
development. Alaska Native corporations own land where several produc- 
ing or planned mines are located— -and royalties they receive from mining 
companies indirectly support some .Native corporation jobs. 

• Akisko's timber iiukisny supports obout 6,000 jobs. Timber was a big 
part of Southeast Alaska's economy from the 1950s to the 1980s. But it 
shrank as the federal government reduced the timber supply from the 
Tongass National Forest, as harvests or» Alaska Native corporation lands ^ 
declined, and a.s world markets became more competitive. 

• AioskOs smofl ogriailture industry produces mostly for local mailcets. ' 
The fur industry, which was important historically, is also small today. 

Bas ic l«nusTR!Es - - — - 

' 7,400jobs 

Tourism Air Cargo 

Two of Alaska's basic industries have developed largely since Alaska 
became a state: the tourism and international air cargo industries. Tour- 
ism has been increasing since the 1960s, but the number of tourists has 
grown sharply in more recent times. Between 1990 and 2006 the num- 
ber of tourists visiting Alaska in the summer more than doubled— from 
under 700 thousand to about l.dmiliiort. 

Almost all the international cargo activity is at Anchorage's Ted Stevens 
InteffkTtiona! Airport, ranked third worldwide for volume of ca^o handled 
in 2006, For decades, air carriers flying between the U.S. and the Far Fast 
have stopped to refuel, change crews, and do routine maintenance. Many 
jets now have a ranrje that would allow them to overfly Alaska, but most 
carriers still find it economiail to carry a heavier payload and less fttel. 

Three major carriers have also now established package-sorting 
facilities at Arrciiorage's airport, and a number of carriers move cargo 
between planes to consolidate shipments for different destinations. 


• ToiinsfTi supports ubcui 40, 0(>''pbstO‘ ' Ci i i inn vi 
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fetiiws Other 
14, 700}e&s 3,500jobs 

Another source of money flowing into the state is one Alaskans {ioii't 
typically think of; personal assets. These are mainly retirement checks 
(sometimes called the "mailbox economy") for older Alaskans, as well as 
health-care spendingfor older people through Medicare, Medicaid, and pri- 
vate insurance- It also includes Alaskans’ investment income from Outside, 

Like tourists, retired Alaskans spend their money at the same stores, 
restaurants, and other businesses as ail Alaskans do.. That makes it 
impossible to associate particular jobs with spending by retirees, Our 
estimate of jobs generated by retirement income is calculated indirectly, 
based on the limited information about retirees in Alaska. 

• Setiment checks and health-core, spending for older Aidskms generate 
neatly 15,000 pbs for residents. Income from investments outside, the 
state and other non-earned income flowing into Alaska gimerate about 
3,500 more jobs. 

• Spending by older Alaskans is a growing some of jobs in the state. Until 
recently, few people stayed in Alaska wheri they retired. But the number 
of Alaskans 65 and older quadrupled between 1980 and 2007, growing 
to 47,000 — and that number is expected to reach 1.34,000 by 2030. 



Defense Civilian 


The fsderargoverament supports more jobs for Alaskans than any 
private industry — including even the petroleum industry. Just over a 
third of Alaskans with jobs deperrd in some way on federal spending. 
Federal spending in Alaska generates jobs in many ways and through 
both military and dvllian activities. A lot of federal money flows into 
Alaska, relative to the miniber of Alaskans— an estimated $9,25 billion 
in 2006, for a population of around 670,000. At the beginning of this 
summary we touched on some of the reasons why. Those include a large 
military presence, big federal land otvoership, health and other programs 
for Alaska Natives, and the continuing need to build basic inftasirucliite in 
much of .Alaska. 
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Oil Pumps Alaska's Economy to Twice the Size — But What's Ahead? 

ru lA., By Stott Goldsmith 

ilAResearchSymmaryNo.17-Febraar)f20i1 ' 

Institute of Social and Economic Reseatcli - University of Alaska Anchorage 


O il money has driven roost of the growth and paid for state 
government operations in Alaska for 40 years, Vfe'ye 
all gotten used to that money, so it's easy to 
underestimate how much of the state's 
prosperity is built on oil. Think about this: without Ecogomytwiu 
oil, the economy today would be only half the size, .jjAet. more 
But now times are changing. The North Slope ' 
is producing just a third the oil it once did — and there's a danger 
Alaskans will assume the state can keep going the way it is, without 
future oil development. Not true. 

The economy is larger and more mature than it was before oil, 
but it hasn’t moved beyond oil. Other industries will help drive hitiire 
growth — and if North Slope natural gas goes into production, it will 
expand the economic base and create jobs. But gas won't replace oif: 
gas is not nearly as valuable as oil (see page 4). 

Oil will still be the state's biggest economic engine in the years 
ahead. This paper describes the overall economic contributions of 
oil, and then discusses possible steps for Alaskans to take toward 
a strategy for the future — a strategy that protects Alaska but also 
takes advantage of oil development opportunities. 

What Are Spinoffs of Oil Weaith? - - 

In an earlier publication, we estimated that a third of Alaska 
jobs— about 127,000 jobs in 2007— are oil-related: they depend in 
some way on oil production or stale oil revenues,' 

But dose to 20% more Jobs— 60,000 in 2007— can be traced to 
the "spinoff" benefits of oil wealth. These are broad economic ben- 
efits created both by oil industry activities and by state spending of 


Spinoffs fruni 
) oil wealthy 


Who Benefits from Oil Spinoffs? 
Househotds: I -ti’i, '' 

Communities; local tax retief/more iiifrastntctuie/amenities 
Other resource sectors '» r ■ s . - 1 

Local businesses: Lowettosts'stabilityfecopomies of scale 

Figure 1 Alaska Jobs With and Without Oil 


its huge oil revenues — which so tar total $157 billion (adjusted for 
inflation). Specifically what are these oil-wealth spinoffs? 

• An economy that's twice as big, as well as richer and more stable. 

• A population that's twice the size, which creates economies of scale. 

• State taxes that are the lowest in the country on households and 
many types of non-oil businesses.? 

• State spending per person that is the highest in the nation. 

These spinoffs have helped other parts of the economy prosper and 
add more jobs than they otherwise could have. Altogether, counting 
oil-related and spinoff jobs, half of Alaska's jobs tan be traced in some 
way to oil development.' That's 1 87,000 jobs in 2007 (figure 1). 

But the spinoff benefits go far beyond jobs: they extend to virtu- 
ally ail Alaska households, communities, and businesses, for example, 
a family of four enjoyed on average an estimated value of about 


$22,000 in 2010— in tax relief. Permanent Fund dividends, and en- 
hanced public services. Communities, industries, and local businesses 
enjoy tax relief, lower costs, economies of scale, better infrastructure, 
enhanced opportunities, and improved guality of li fe. 

What's Ahead? 

We're doing well now: the big question is how to keep Alaska 
prosperous in the decades ahead. 

There ate known and estimated oil reserves that could benefit 
Alaska for generations to come. But the huge Prudhoe Bay field was 
a once-in-a-lifetime discovery. Future production wilt be much more 
technologically challenging and expensive — and less profitable for 
the state government. But new oil production is critical for the 
health of the economy, Alaskans need to understand that. 


This paper IS part ot Investing fw Alaska's future, an ISERresearthrnitialive studyrng the importanceof investm 
for building a strong Alaska ecotiorav.Tbework is funded IWMantdtom'SotSBKtiSaAi.hriafiremfcrri'ation, goto: ' fciB5giS.S'— n „ - 1 , 

www.iser.ii3a.alaska.e(lu Nofthrim bank 
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Then AND Now 

Figure 3 shows the difference oil has made, It compares Alaska's 
economy, population, and resource production value now and in 1961 . 
• 5/ze of economy. Alaska had 92,000 jobs in 1961. By 2007 it had four 


times as many — aoout j/4,ooii. mat iiiciuaes military jobs, wage 
and salary jobs, and an estimate of self-employed Alaskans. 

• Stabilltj/ of economy. In 1961, summer jobs in fishing and construc- 
tion made up a big share of Alaska's private jobs, and private employ- 
ment was 66% higher in the summer. But many jobs created since 
then are year-round, making Alaska's economy much more stable. 

Still, the fishing industry remains one of Alaska's largest private 
employers, and summer jobs in tourism have multiplied since the 
1 960s. So the economy continues to be more seasonal than economies 
in other states, with private employment 28% higher in summer. But 
as figure 4 shows, lens of thousands of year-round Jobs generated 
by oil production and oil revenues have created much more stability. 

• Depth of economy One measure of the depth of an economy is how 
many local businesses it can support, providing goods and services for 
residents and other businesses, Alaskans in the 1950s sometimes joked 
that getting a haircut required flying to Seattle: the thin, seasonal 


economy just couldn't support many year-round local businesses. In 
1961, there were about 7,000 jobs in such businessesj making up 8% 
of Alaska's 90,000 jobs. By 2007, there were about 82,000 jobs in busi- 
nesses providing goods and services for households, and those jobs 
made up 22% — nearly one in four — of Alaska's 374,000 jobs. 

• Sue of population. Alaska's population is now triple what it was 
in 1960, up from 226,000 to 710,000 in 2010. Alaska can support a 
population that large because oil has generated so many jobs. 

• Value of resource production. Alaska's economy is based largely on 
natural resources, so a good measure of the state's wealth is the value 
of resource production. In 1961, that value — from seafood, mineral, 
and timber production — was about $3,000 per person (in today's dol- 
lars), for Alaska’s 226,000 residents. In 2007, with oil in the resource 
base, the value of resource production was $40,000 per person — ten 
times as much, even though there were three times as many residents. 
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Oil AND THt Future 

Earlier we imagined what Alaska’s ecotioin)i might Have been like, 
without oil. But oil has been a realitji in Alaska for dOyears; and even as 
production drops, the state has assets it lacked before oi|i-HiKluding 
better infrastfucture, reduced living costs, and savings accounts that 
have the potential to produce billions of dollars in future earnings. 

These legacies of oil help cushion the decline in oil ptoduclion. 
But we can't be coinplacem. The huge North Slope oil discovery was 
incredibly lucky for Alaska — and we need to recognize that it was 
luck. We can't just count on more luck as our plan for the future. A 
better strategy is to take stock of what we have and build on our 
strengths. Here are some things to keep in mind as we look ahead: 

• Aloskai future prosperity depends on wntiimd oil produaiottfOtiia 
economic drivers besides oil are also critical. The federal government 
supports one in three Alaska jobs. The seafood and tourism industries 
create thousands ofseasonaljobsthatare especially important in rural 
areas, fdining has a potentially bright future, and the air cargo indus- 
try is small but groiving. The increasing number of older Alaskans is a 
less visible but real economic driver; when older residents spend their 
pensions, they create jobs. But ail the likely growth in those drivere 
can't replace oil. 

• Wt shouldn't assume high oil prices can shield us forever from die 
effects of declining production on the state's Horth Slope lands. Produc- 
tion is a third what it once was, and it's expected to continue dropping, 

• North Slope natural gas would add to the economic base but cant re- 
place oil. On an energy-equivalent basis, the current market value of oil 
is more than twice that of gas. It's also far more expensive to move gas 
to market. So the state's gas tax base, which is the market value minus 
transportation costs— the wellhead value— would be only a small 
fraction of the current wellhead value of oil production (Figure 7). 

• There's still a lot of oil on the North Slope and offshore. We don't know 
just how much, but enough to support a thriving industry for genera- 
tions (figure 8), In the near-term, oil will come mainly from produc- 
ing fields, which may have about 5 billion barrels of conventional oil 
remaining. There are other known but not yet producing fields on 
state land, and it's likely more will be found as exploration continues. 
Production from those fields will depend on economics. The North 
Slope also has billions of barrels of viscous and heavy oil, which is thick 
and expensive to produce. Very little of that is currently economic to 
produce, but the vast size of the reserves represents a tremendous op- 
portunity. If the technological challenges of producing that oil can be 
overcome, it would generate a lot of jobs— but not the same level of 
state revenues as the older fields. 



• Dont expect a home run: have realistic expectations about the benefits 
offutme oil production, compared with the enormous good fortune 
that came our way with past North Slope oil development. We'll have 
to work harder to craft policies that benefit Alaska. 

• Determine where the "sweet spot" lies: the level of oil taxation that 
promotes maximum long-term benefits for the state— in oil produc- 
tion, employment, and state revenues, A first step would be maintain- 
ing an inventory of potential oil investments and assessing their 
sensitivity to different tax rates. 

• Resist the temptation to "do something’— that is, to use the state's oil 
wealth for economic diversification projects. We've tried that in the past 
with little success. As oil revenues become tighter, the urge to spend 
them in attempts to diversify will increase— and put us at risk of mak- 
ing big, wasteful mistakes. A better bet is to conserve our oil wealth 
and benefit ftom its earning power. 

Endnotes 
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Beyond state lands, federal lands are currently estimated to 
have 33 billions barrels of technically recoverable oil, in both on- 
shore and offshore areas. How much of that oil is actually produced 
will depend on geology, economics, technology — and politics. 

What's THE Next Step? 

Given how important oil is and will continue to be, Alaskans should 
focus on developing a strategy that will provide the greatest long-term 
benefits from future oil production for the state, the economy, and 


od,. and an esthnate uf ftill-ttot fquiyalent jobs among Alaskans, 

A.Seenottl. 
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Aiaskans. What should we consider in such a strategy? _ Visit I5ER at www.iser.uaa.aiaska.edu 
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Mr. Whitfield. Thank you very much. Mr. Grafe, you are recog- 
nized for 5 minutes. 

STATEMENT OF ERIK GRAFE 

Mr. Grafe. Thank you very much, Mr. Chairman, members of 
the committee. Thank you for inviting me to participate in today’s 
hearing. 

My name is Erik Grafe and I am an attorney with Earthjustice, 
national public interest conservation law firm. I work and reside in 
Anchorage, Alaska. 

By way of background, Americans Arctic Ocean has sustained 
human communities for thousands of years and is home to some of 
the world’s most iconic wildlife species. However, fundamental gaps 
exist in our basic scientific understanding of the region. Further, 
global warming is transforming it dramatically. In recent years, 
offshore oil and gas activities have also increasingly threatened the 
Arctic Ocean as permitting and planning decisions have been 
rushed forward without adequate baseline data, coordination, pub- 
lic involvement, or oil spill planning. 

The bill under consideration today would add another threat. It 
seeks to create a loophole for offshore drilling in the Arctic Ocean 
by exempting it from the important protections of the Clean Air 
Act, one of the country’s bedrock human health laws. This is no 
trivial matter. To put it in context, when Shell Oil Company pro- 
posed exploration drilling in the Chukchi Sea in 2010, its oper- 
ations alone would have emitted roughly as much carbon dioxide 
as the annual household emissions of 21,000 people, or roughly 3 
times the 

Mr. Whiteield. Mr. Grafe, excuse me. Could you move the 
microphone a little bit closer? 

Mr. Grafe. Sure. OK. It has got to be very close. 

21,000 people or roughly three times the entire population of 
Alaska’s North Slope borough. And that is just one drilling com- 
pany drilling wells in one summer’s drilling season. 

I will focus on two of the most harmful provisions of this bill. 
First, the bill seeks to exempt a great majority of emissions from 
Arctic offshore drilling from stringent pollution controls. In the Arc- 
tic, the lion’s share of pollution from offshore drilling is caused by 
vessels that accompany the drillship like icebreakers, not from the 
actual drillships themselves. 

In Shell’s proposed 2010 drilling, for example, up to 98 percent 
of air pollution came from Shell’s associated vessels. This bill seeks 
to exempt those vessels from the Clean Air Act’s Prevention of Sig- 
nificant Deterioration Program. The program, as its name suggests, 
is intended to prevent existing air quality levels from deteriorating. 
In 1990, President Bush signed into law an amendment to the 
Clean Air Act that applied the PSD program to offshore oil drilling. 
The program has two main tools for reducing air pollution, requir- 
ing that industry not violate quality standards and requiring that 
it apply best available control technology to reduce its pollution. 

This bill would count emissions from associated vessels and ice- 
breakers in determining whether drilling operations trigger the 
PSD requirements but then it would exempt those vessels from 
those requirements. It would apply the requirements only to the 
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drillship. The icebreakers are the major source of pollution from 
offshore drilling. 

And these emissions are a health concern. For example, in Shell’s 
proposed 2010 drilling, icebreakers and support vessels could have 
emitted over 1,000 tons of nitrogen dioxide, a toxin for which even 
short-term spikes in concentration can prompt asthma, bronchitis, 
emphysema, and pneumonia. The bill would make it law that the 
oil industry does not have to apply the best available control tech- 
nology to these or any other pollutants coming from its icebreakers. 
It would seriously undermine the purposes of the Clean Air Act 
and the PSD program. 

Weakening health protections in the Arctic is particularly trou- 
bling because communities along the North Slope of Alaska have 
markedly higher rates of pulmonary disease and are substantially 
more vulnerable to mortality from air pollution. For example, rates 
of chronic lung disease on the North Slope are dramatically higher 
than in the general U.S. population. 

Second, the bill seeks to limit the public’s participation decisions 
about pollution from offshore that directly affect their health. For 
example, it would prevent citizens from seeking an administrative 
review of permits but would preserve that right for oil companies. 

And it would limit the amount of time EPA has to grant or deny 
an air permit application. Again, the provisions are particularly 
troubling in the context of the Arctic because many of the commu- 
nities most directly affected by Arctic offshore drilling decisions are 
remote and unconnected to the road system. These communities, 
moreover, will bear the vastly disproportionate burden of the pollu- 
tion from offshore drilling. If anything, they should be given more 
time and opportunity to engage in meaningful public participation 
about decisions that disproportionately affect them. Instead, this 
bill significantly weakens those rights. 

Protecting the Arctic and its people from air pollution that di- 
rectly threatens human health and contributes to already rapidly 
changing climate in the region should be of the highest concern. 
This is what the Clean Air Act and the 1990 amendments were 
meant to do. This committee should not weaken these protections. 
It should reject this bill. Particularly in light of last spring’s Deep- 
water Horizon oil spill. Congress should focus on facilitating a re- 
newable energy future and science-based protective management of 
the Arctic Ocean, not on creating loopholes for offshore oil drilling 
in the region. 

Thank you very much. 

[The prepared statement of Mr. Grafe follows:] 
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Members of the Committee, thank you for the invitation to participate in today’s hearing. 
My name is Erik Grafe, and 1 am an attorney with Earthjustice, a national non-profit public 
interest law firm founded in 1971 dedicated to protecting the magnificent places, natural 
resources, and wildlife of this earth, and to defending the right of all people to a healthy 
environment. 1 work and reside in Anchorage, Alaska. My work focuses on protecting the 
health of the Arctic and its people. 

America’s Arctic Ocean has sustained human communities for thousands of years and is 
home to some of the world’s most Iconic wildlife species, including polar bears, whales, and 
walrus. However, fundamental gaps exist in scientific understanding of the Arctic Ocean, and 
much of the data that exists is decades old. Further, global warming is transforming the region. 
Melting sea-ice is threatening species such as the polar bear and walrus with extinction and 
affecting subsistence activities like whaling that are central to the traditional way of life of the 
region’s indigenous Inupiat communities. In recent years, offshore oil and gas activities have 
increasingly threatened the Arctic Ocean. These activities have been rushed forw'ard without 
adequate baseline data to analyze and manage their effects, without adequate coordination 
among agencies, without adequate public involvement, and without adequate oil .spill 
technology. As a result, the Inupiat people and others have often been forced to seek redress in 
the courts to ensure that their voices are heard and that environmental laws are followed. It is 
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lime to reassess the way we make decisions about oil and gas activities in the Arctic Ocean, 
particularly in light of last spring’s Deepwater Horizon oil spill. Rather than proceeding in a 
piecemeal, uncoordinated, and inadequately informed manner, the government should engage in 
a comprehensive planning process in which science and preparedness guide decisions about 
whether to allow industrial activities in the Arctic Ocean and, if so, under what conditions. 

The bill that occasions today’s hearing seeks to exempt offshore oil drilling in the Arctic 
Ocean from important protections of the Clean Air Act, one of the country’s bedrock health 
laws, and to limit the public’s right to participate in decisions that directly affect them. It is a 
transparent give-away to the oil industry. Since 2006, Shell Oil Company has tried 
unsuccessfully to push its way into exploration drilling in the Arctic Ocean, It has done so over 
the objections of communities and conservation organizations and despite an inability to comply 
with the Clean Air Act. We should not allow an end run around the important protections of the 
Clean Air Act. Rather than creating loopholes for oil companies — the same sort of loopholes 
that led to the Deepwater Horizon oil spill — Congress should allow the Environmental 
Protection Agency to do its job under the Clean Air Act and protect the health of the Arctic 
Ocean and its people. 

My te.stimony today will provide a brief description of the exceptional values of the 
Arctic Ocean, the expansion of oil and gas activities in the region, and the need for an integrated, 
science-based management plan that protects the Arctic’s people and wildlife before any new 
offshore drilling is considered in the region. I will also address the region’s vulnerability to air 
pollution from offshore oil drilling, the importance of the Clean Air Act in protecting the Arctic 
and its people, and the principle reasons why the bill under consideration today should be 
rejected. Finally, I will address why Congress should be working to break our addiction to oil by 
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encouraging a transition to sustainable renewable energy future and providing incentives for the 
many jobs and health benefits such a future will bring, rather than seeking to weaken crucial 
health and environmental standards for offshore oil drilling. 

I. AMERICA’S ARCTIC OCEAN IS VIBRANT BUT VULNERABLE 
A. America’s Arctic Ocean 

America's Arctic Ocean has sustained human communities for thousands of years. The 
Inupiat people have lived in the region and depended upon intact ecosystems to provide 
resources — such as fish, whales, walrus, seals, and seabirds — to support subsistence since time 
immemorial. These communities continue to practice subsistence traditions, harvesting a 
significant amount of food from the ocean and land. These practices arc essential to Inupiat 
people’s identity and culture. For many residents of the Arctic, then, there is a direct connection 
between the continued health of the Arctic Ocean and the health of their food supply and culture. 
The Arctic Ocean is critical even for those who live in lower latitudes; it exerts a powerful 
influence over the earth’s climate and acts as an air conditioner for the planet. 

The Arctic Ocean is also home to some of the world’s most iconic wildlife species. To 
the north, the Chukchi and Beaufort seas support marine mammals such as bowhead, gray, and 
beluga whales; Pacific walrus; spotted, bearded, ribbon, and ringed seals; and polar bears. 
Migratory species from around the globe — including gray, humpback, minke, and killer whales, 
and millions of seabirds, shorebirds, and waterfowl — take advantage of the burst of summer 
productivity in the Arctic for breeding, feeding, and rearing of their young. To the south, the 
Aleutian Islands ecosystem is one of the most vibrant, dynamic ocean environments in the world. 
With over 450 species of fish, tens of millions of seabirds hailing from every continent and 
representing more than 50 species, 25 .species of marine mammals, and coral gardens that rival 
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the tropics, this rich and unique sea world is an international treasure. Between the Aleutian 
Islands and the Chukchi Sea lies the Bering Sea and Bristol Bay, home to some of the greatest 
salmon runs in the world. 

Despite the cultural and biological significance of the Chukchi and Beaufort seas, there is 
a profound lack of basic scientific knowledge about the sea and the wildlife that inhabits it. 
Scientists lack basic scientific information about the abundance, distribution, migration, and role 
of almost all marine species in Arctic marine ecosystems. For example, data on the bowhead 
whale population structure, the fall migration through the Chukchi Sea, the amount of feeding in 
the Chukchi Sea in autumn, the summer use of the northern Chukchi Sea, and the general 
location in the lead system during spring migration are limited. Beluga whale feeding areas, late 
summer distribution, and fall migration patterns are poorly understood. Information on the 
distribution, abundance, age structure, population trends, and use of habitat is not available for 
fish populations in the Chukchi Sea. The current status of many marine and coastal bird species 
that use the Arctic Ocean is unknown or poorly understood. 

As a result, scientists have a limited understanding of marine ecosystem structure and 
functioning in the Arctic. Even where basic information about the Arctic marine ecosystem 
exists, much of it is old or limited in scope. Studies designed to provide comprehensive 
information and understanding of the health, biodiversity, and functioning of Arctic marine 
ecosystems and the potential impacts of industrial activities were conducted 30 years ago 
pursuant to the Outer Continental Shelf Environmental Assessment Program. Much of the 
information is outdated for the rapidly changing Arctic, which greatly limits its usefulness in 
making decisions now. 
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While there is insufficient available scientific information about the Arctic Ocean to 
support ecologically sustainable development at this time, Arctic peoples have a wealth of local 
and traditional knowledge. I lowever, mechanisms are generally lacking to make local and 
traditional knowledge accessible to agency managers or to integrate it effectively into the 
decision-making processes that affect Arctic ecosystems. 

Compounding the lack of comprehensive, current data about the Arctic Ocean ecosystem, 
water temperatures and sea ice cover, which play important roles in Arctic marine ecology, are 
changing at a startling pace. Climate change is warming the Arctic nearly twice as fast as the 
rest of the world. In September 2007, the Arctic sca-icc extent hit a new record minimum that 
was 23 percent lower than the previous record low in 2005, 39 percent lower than the long term 
average from 1979-2000, and 50 percent below sea-ice conditions of the 1 950s- 1970s,' The sea- 
ice extent in the winter is also declining, as is the age and thickness of the ice that remains, while 
the length of the sea ice melt season is increasing.^ The ice is melting far faster than projected by 
scientific models, with 2007 ice extent falling far below what any of the models projected for 
that year.^ In fact the extent of Arctic sea ice loss in 2007 had already exceeded average 
scientific projections for 2050.“’ 

Climate-related change, such as loss of sea ice cover, has profound effects on Arctic 
peoples, opportunities for the subsistence way of life, and Arctic marine ecosystems. Reduced 
ice cover makes fishing, hunting, and travel more difficult and unpredictable for Arctic peoples. 
Loss of sea ice also will have dramatic effects on many Arctic species. It almost certainly will 
result in a fundamental restructuring of the Arctic marine food web and may shift the flow of 

^ See 73 Fed. Reg, 2821 2, 28220-21 (May 15, 2008), 

- H at 28222-23. 

’ Id at 28233 (Figure 7). 

Id. (2007 ice extent below model en.senible mean for 2050). 
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productivity from primarily benthic and ice-associated food webs to pelagic food webs. The 
reduction of sea ice also eliminates habitat for ice-dependent species such as walrus and polar 
bears. Loss of sea ice cover, the potential for seasonally ice-free conditions across the Arctic, 
and other climate-related changes arc — and will continue to be — major stressors for many 
species in the Arctic. These changes may lead to local loss or extinction of species that cannot 
adapt to the rapidly changing conditions. 

The Arctic is also projected to be one of the first regions to be affected significantly by 
increased ocean acidification. Roughly one-third of the carbon dioxide that is added to the 
atmosphere from the combustion of fossil fuels will dissolve into seawater. There, it reacts to 
form carbonic acid, which increases the acidity of the water. This reaction is accelerated in 
cooler, less saline waters such as those of the Arctic Ocean. The Arctic’s ice cover has acted as a 
barrier to carbon dioxide absorption and has slowed acidification of the polar sea. But as sea ice 
disappears, the surface waters of the Arctic Ocean will likely absorb carbon dioxide from the 
atmosphere at higher rates. Acidification will fundamentally shift the biogeochemical cycling of 
the Arctic Ocean. Among the most immediate impacts will be to shellfish and other marine 
organisms that create their shells and other hard parts from calcium carbonate. Increasing acidity 
will also change the growth rates of photosynthetic phytoplankton, the toxicity of marine toxins, 
the availability of ammonia for uptake by marine plants, and the efficiency of respiration in fish 
and other marine organisms. Changes brought about by ocean acidification could outstrip the 
adaptive capacity of many Arctic marine species. 

B. Oil and Gas Activities in America’s Arctic Ocean 

Oil and gas activities are a relatively new phenomenon in America’s Arctic Ocean. The 
first federal lease sale was held in this region just over thirty years ago, and even once the first 
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sales were held, activities proceeded very slowly. Over the past decade, however, even in the 
face of rapid climate change and gaps in basic scientific baseline data that prevent informed 
management decisions, the pace of oil and gas activities in the Arctic Ocean has increased 
dramatically. These oil and gas activities are large-scale industrial undertakings involving drill 
ships, seismic surveying vessels that shoot very loud air guns into the water every several 
seconds over large areas to map subsurface geology, ice-breakers, supply vessels, helicopters, 
and airplanes. This activity introduces noise pollution into the w'ater, disturbing marine 
mammals and other species that depend on sound to navigate, communicate, and locate food. It 
introduces pollution into the air and into the ocean. Drilling for oil also, of course, introduces the 
risk of oil spills into the ocean, where icc, storms, darkness, and the Arctic’s remoteness would 
make clean-up nearly impossible. Ironically, the increased interest in drilling for oil in the Arctic 
Ocean, w'ith its accompanying risks, is partly related to easier access as sea-ice extent shrinks 
due to climate change. 

The current expansion of oil and gas activities in the Arctic began in the 2002-07 Outer 
Continental Shelf Oil and Gas Leasing Program, which scheduled three sales in the Beaufort Sea. 
The 2007-12 Outer Continental Shelf Oil and Gas Leasing Program dramatically expanded the 
areas open to oil and gas leasing in the North Aleutian Basin, Chukchi Sea, and Beaufort Sea 
from approximately 9.4 million acres to 78 million acres. Pursuant to those plans, the Minerals 
Management Service (MMS), renamed the Bureau of Ocean Energy Management, Regulation 
and Enforcement (BOEMRE.) following the Deepwater Horizon oil spill, held three 
separate lease sales in the Beaufort Sea that put more than 943,000 acres under lease to oil 
companies. In 2008, MMS held Lease Sale 193 in the Chukchi Sea and leased over 2.7 million 
acres to oil and gas companies. It was the first such sale in the Chukchi Sea since 1991, and 
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prior to the sale there were no active leases or wells in the sea. Numerous oil companies, 
including Shell, ConocoPhillips, and Statoil, have indicated that they w'ill seek permits to 
conduct exploration drilling in the Arctic Ocean beginning as early as 2012. 

Oil and gas expansion in the Chukchi and Beaufort seas has been rushed and 

uncoordinated. Many agencies have management responsibilities in the Arctic, including the 

Environmental Protection Agency (EPA), the National Oceanic and Atmospheric Administration 

(NOAA), the Fish and Wildlife Service (FWS), the U.S. Coast Guard, and BOEMRH. Yet the.se 

agencies have not coordinated their permitting of oil and gas projects in recent years, 

complicating assessment and mitigation of the impacts of these activities. As a result of 

agencies’ failure to coordinate, use adequate science, or seek community input when reaching 

decisions about offshore drilling in the Arctic Ocean, local communities and others in many 

instances have been forced to seek redress in the courts to ensure their voices are heard and to 

enforce compliance with the law. For example, in 2007 and 2008, the Ninth Circuit Court of 

Appeals enjoined drilling in the Beaufort Sea pursuant to lawsuits filed by local government, 

Alaska Native, and conservation entities that identified flaws in MMS's analysis and disclosure 

under the National Environmental Policy Act (NEPA)."'' In 2009, the District of Columbia 

Circuit Court of Appeals vacated the 2007-2012 Outer Continental Shelf Leasing Program, 

finding that the Program's environmental sensitivity rankings w'ere “irrational” and violated the 

Outer Continental Shelf Lands Act* In 2010, the Alaska District Court remanded the 

environmental impact statement and enjoined drilling on leases issued pursuant to Chukchi Sea 

’ See Alaska Wilderness League v. Kemplhorne, Nos. 07-7 1 457, 07-71989, 07-72 1 83 {9th Cir. July 1 9, 2007) 
(suspending exploration drilling program); Alaska Wilderness League v. Kempthorne, Nos. 07-71457, 07-71989, 07- 
72 1 83 (9th Cir. Aug. 15, 2007) (order granting a stay of drilling pending adjudication of the case); Alaska 
Wilderness League v, Kemplhorne, 548 F.3d 8 1 5 {9th Cir. 2008) (determining MMS failed to examine fully the 
potential impacts from drilling noise and disturbance on endangered bowhead whales and subsistence activities in 
violation of NKPA), vacated and withdrawn, 559 F.3d 916 (9lh Cir. 2009), dismissed as moot, 571 F.3d 859 (9th 
Cir. 2009). 

^ Ctr.for Biological Diversity v. V.S. Dept, of Interior, 563 F.3d 466, 472 (D.C. Cir. 2009). 
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Lease Sale 1 93 after determining that MMS violated NEPA by failing to adequately address 
literally hundreds of instances of missing data about the sea and to analyze the effects of natural 
gas development/ 

ShelTs attempts to drill exploration wells in the Arctic Ocean illustrate well how 
shortcuts lead to bad agency decisions. Beginning in 2006, Shell Oil sought to obtain approval 
to drill in the Beaufort Sea, directly in the fall migration path of the endangered bowhead whale, 
the heart of Inupiat subsistence culture. Shell proposed to use two drill ships operating 
simultaneously, each accompanied by icebreakers and numerous other support vessels, to drill up 
to twelve exploration wells over three years. Despite the scale of the industrial undertaking. 

Shell sought to avoid preparation of an environmental impact statement or a public comment 
process for the project. MMS approved the exploration plan on the basis of an abbreviated 
environmental assessment, and, as described above, the Ninth Circuit stayed the drilling. In 
2007, Shell also insisted on disaggregating emissions from its multiple drill sites to avoid having 
to apply technology controls to its ships under the Clean Air Act's Prevention of Significant 
Deterioration (PSD) program. When the Region 1 0 office of EPA issued minor source permits 
for Shell’s proposed, the Environmental Appeals Board (EAB), an administrative body within 
the EPA set up to review the agencies decisions, remanded the permits for failing to meet the 
requirements of the Clean Air Act.* In 2008, Shell again tried to obtain minor source permits, 
but eventually withdrew the permits before the E^AB could review them. For its plans to drill in 
2010, which proposed operations in both the Chukchi and Beaufort seas and were in many w'ays 
larger In scale than its 2007 plan. Shell again sought approval from MMS without preparation of 
an environmental impact statement. And, although it applied to EPA for major source permits 

^ Nalive Vili of Point Hope v. Salazar, 730 F. Supp. 2d 1009 (D. Alaska 2010). 

In re Shell Offshore Inc.. Kulhtk Drilling Unit and Frontier Discoverer Drilling Unit, OCS Appeal Nos. 07-01 and 
07-02 (EAB, Sept. 14,2007). 
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under the Clean Air Act, it still sought shortcuts, trying, for example, to postpone the time at 
which its drill ship became subject to regulation. EPA Region 10 issued two PSD permits to 
Shell in the spring of 20 10, but the EAB determined that these permits violated the Clean Air Act 
and remanded them, finding “clearly erroneous” EPA’s analysis of whether the Inupiat 
communities along the Arctic coast would experience disproportionately adverse health effects 
from drilling emissions and determining that hiPA did not provide a “cogent, reasoned 
explanation of its" adoption of Shell’s approach to determining when the drill ship become a 
stationary source subject to regulation.® 

Shell continues to try to take shortcuts that skirt the law. In January of this year, after 
EPA Region 1 0 had been ordered to reconsider the air permits it issued to Shell, Shell pressed 
the EPA in filings with the EAB to exempt its operations from newly applicable health standards, 
such as the new nitrogen oxides (NO 2 ) ambient air quality standards, when it re-issues revised 
permits. In March of this year. Shell announced plans to use two drill ships to simultaneously 
drill up to four wells in the Chukchi Sea up to two wells in the Beaufort Sea each year in 2012 
and 2013. This would be the biggest single drilling campaign the American Arctic Ocean has 
ever seen. Shell has applied to EPA for only a minor source permit for the drill ship it proposes 
to use in the Beaufort Sea, which would avoid the application of pollution control technology to 
the ageing ship. 

The poor decisions described above can largely be ascribed to Shell’s consistent attempts 
to take shortcuts and to limit the analysis of and public participation in permitting decisions. 
Agencies should not yield to Shell and others’ pressure to skirt environmental laws in permitting 
offshore oil drilling; and this Committee should resist pressure to amend those laws to exempt oil 

In re Shell Gulf of Mexico, Inc, <!i Shell Offshore, Inc., OCS Appeal Nos. !0-0l through 10-04 at 3. 8 (EAB, Dec. 
30,2010). 
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companies from their requirements, Permitting oil and gas activities to go forward without full 
compliance with existing environmental and health laws and without an adequate understanding 
of the Arctic Ocean ecosystem is risky and potentially devastating. Offshore oil exploration is 
loud, dirty, and large. It poses significant threats to the health of the Arctic Ocean, The most 
obvious and dramatic of these threats, as the world recently witnessed in the Deepwater Horizon 
tragedy, is a large oil spill in Arctic waters. A significant oil spill in Arctic waters could have 
crippling effects on the ecosystem, wildlife, and people in the Arctic. Spilled oil could kill or 
severely injure marine mammals including whales, seals, polar bears, walrus, seabirds, and fish, 
and could destroy now pristine waters and shorelines. It could render subsistence resources 
unusable for multiple years. All of these impacts likely would have a dramatic, negative effect 
on the people who depend on these animals and places. Further, there is no proven technology to 
clean up a spill in the remote, icy conditions of the Arctic Ocean, and a spill at the wrong time 
could gush for months under the winter sea-ice before attempts could bo made to stop it. 

Oil and gas activities also cause a substantial amount of noise in the Arctic marine 
environment, where marine mammals and fish rely heavily on sound to communicate and to 
locate food. In addition to bringing noisy icebreakers, drill rigs, and other vessels to the Arctic, 
oil and gas exploration involves shooting seismic guns to the ocean floor. These seismic surveys 
are used by the oil and gas industry to generate a picture of the offshore subsurface geology. The 
sounds they make are literally deafening. A single seismic air-gun blast is many times louder 
than a rocket launching and is comparable to a volcano erupting beneath the ocean. However, 
unlike a rocket launch or a volcanic eruption, these guns do not blast just once. They sound 
repeatedly over vast expanses of the Arctic Ocean for days, weeks, and even months at a time, 
and can be heard underwater from hundreds of miles away. The noise from seismic surveys can 
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disrupt important behaviors such as feeding, breathing, communication and social bonding of 

marine mammals within several miles of an active survey. In addition to the direct threats from 

oil spills, noise, and air pollution, oil and gas activities bring industrialization to a place where all 

facets of life traditionally have focused on a relationship with the land and sea. This 

industrialization continues to dramatically affect Arctic people. 

Gaps in basic information about the Arctic Ocean severely hamper attempts to analyze 

and disclose the potential impacts of oil and gas activities in the region, let alone manage and 

mitigate them. As described further below, in the face of information gaps and in the ab.sence of 

an effective way to clean up .spilled oil in the Arctic Ocean, the government must not rush to 

permit offshore drilling in the Arctic; it must proceed cautiously and deliberately and obtain the 

information it needs to effectively manage the region to protect its people and wildlife. 

II. A COMPREHENSIVE SCIENCE-BASED PLANNING PROCESS THAT 

PROTECTS THE ARCTIC OCEAN AND ITS PEOPLE MUST PRECEED OIL 
DRILLING IN THE ARCTIC OCEAN 

As described above, the Arctic Ocean is home to invaluable cultural and natural 
treasiures. But it is also under tremendous stress from rapid climate change and, increasingly, oil 
and gas activities. In light of the large gaps in basic science about the region and the tremendous 
risks associated with oil drilling in the Arctic Ocean, the various government agencies 
responsible for managing the Arctic Ocean must coordinate more closely. Before oil drilling is 
considered in the Arctic Ocean, these agencies must understand the ecosystem, including how it 
is shifting due to climate change, and must ensure that, if drilling is allowed, a spill could be 
contained and cleaned in the Arctic’s extreme remote, stormy, dark, and icy conditions. Without 
a better understanding of the ecosystem, it is not possible to make informed management 
decisions about whether, where, and how to permit drilling. Without proven effective means to 
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clean up an oil spill ifone happens, it is irresponsible and deeply unfair to the Inupiat 
communities along the Alaskan coast to allow oil drilling in the Arctic Ocean. 

A. Comprehensive Research Plan 

Working together, Arctic Ocean resource management agencies, including NOAA, FWS, 
KPA, BOBMRE, and the U.S. Geological Survey (USOS), must undertake a comprehensive 
research program that provides the basic information required to protect the resources and 
subsistence activities of the .Arctic. The research program could be similar to the Outer 
Continental Shelf Environmental Assessment Program undertaken some 30 years ago. 

Over the past several years, a widespread consensus has developed, that there are major 
gaps in our basic understanding of the Arctic Ocean, and that this lack of data hinders informed 
management of the region. 

• In January 2011, the National Commission on the BP Deepwater Horizon Oil Spill and 
Offshore Drilling stated in its final report: “Scientific understanding of environmental 
conditions in sensitive environments ... in areas proposed for more drilling, such as the 
Arctic, is inadequate. The same is true of the human and natural impacts of oil spills.”''* In 
light of these concerns, the Commission recommended “an immediate, comprehensive 
federal research effort to provide a foundation of scientific information on the Arctic (with 
periodic review by the National Academy of Sciences), and annual stock assessments for 
marine mammals, fish, and birds that use the Beaufort and Chukchi Seas.”" The report 


National Commission on the BP Deeptvaler Horizon Oil Spill and Offshore Drilling, Deep Water The Gulf Oil 
Disaster and the Future of Offshore Drilling Report to the President at vii (January 2011) (Spill Commission 
Report), available at http://www.oilspiilcomtnission.gov.^final-report; see also id at 30 i (“Environmental and 
biological conditions are at least as well understood along the Atlantic coast as in the Gulf — and there are also 
important facilities, such as Coast Guard installations in place; in contrast, equivalently detailed geological and 
environmental information does not exist for the Arctic exploration areas of greatest interest for energy 
exploration — and industry and support infrastructures are least developed, or absent, there.”). 

"W. at ,303. 
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concludes that specific information should be gathered through research '‘with specific 
timeframes in mind in order to inform the decision-making process."’^ 

• in July 20 1 0, the Interagency Ocean Policy Task Force stated in its final report that one of 
the priority needs for addressing environmental stewardship of the rapidly changing Arctic 
Ocean is “[ijmprovement of the scientific understanding of the Arctic system and how it is 
changing in response to climate-induced and other changes.”'* 

• In May 20 1 0, Secretary Salazar canceled the remaining Arctic leases sales in the 2007- 1 2 
Outer Continental Shelf Leasing Program, stating “that the country must take a cautious 
approach in the Arctic, and gather additional scientific information about resources, risks, 
and environmental sensitivities before making decisions about potential future lease sales in 
frontier areas.”'* He directed the USGS to conduct an evaluation of scientific needs in the 
region “[t]o better understand the resilience of Arctic coastal and marine ecosystems to 
potential OCS resource extraction activities.”'* 

• Also in May 2010, the U.S. Arctic Research Commission stated: “Fundamental baseline 
scientific information is lacking for living resources in . . . much of the region, and basic 
biological aspects, such as the ecology of the area, and the spatial habitat of flora and fauna 
that might be at risk from spills are poorly known.”'* 

• In September 2009, the NOAA stated in comments on the Bush Administration’s proposed 
2010-15 Outer Continental Shelf Leasing Program for: “NOAA believes that no leasing 


Id. at 303. 

Council on Environmental Quality, Final Recommendations of the Interagency Ocean Policy Task Force at 40 
(July !9, 2010), available at http;//w\vw.whitehouse.gov/files/documents,tOPTF_ FinaIRecs.pdf. 

Department of the Interior, Fact Sheet, A Comprehensive, Science-Based Offshore Energy Plan at I (May 27, 
2010), available at http;//ww\v.doi.gov/deepwaterhorizon/loader.cfm?csModule~security/getme&PageID^33566. 
Id 

U.S. Arctic Research Commission, While Paper, U.S. Arctic Research Commission Recommends Steps to 
Expanded U.S. Funding for Arctic/Subarctic Oil Spill Research- Final Draft at 2 (May 26, 2010), available at 
http://www.arctic.gov/pubIications/usarc oilspill_5-26-IO.pdf. 
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should occur in the Arctic Sea [sic] under this proposed plan until additional information is 
gathered and additional research is conducted and evaluated regarding oil spill risk; adequate 
response and preparedness to spills in the Arctic; and possible human dimension impacts on 
Alaska Native cultures from oil and gas exploration activities and potential oil spills.”'^ It 
noted that '‘[tjhere are also gaps in our understanding of how some species utilize habitat in 
the Arctic and how behavioral responses to seismic airguns may or may not exclude marine 
mammal from these habitats, particularly in the face of potentially increasing levels of 
exploration and development.”'* 

• In August 2009, the North Pacific Fishery Management Council voted to implement the 
Fishery Management Plan for the Arctic, which closed the Arctic Ocean management area to 
commercial fishing “until sufficient information is available to support the sustainable 
management of a commercial fishery.”'^ The Council stated further that “[v]er>' little is 
known of [Arctic] marine fish distribution, abundance, diversity, or habitat use patterns in the 
winter,”^" that “[i jn 2008, data were scarce for estimating the abundance and biomass of 
fishes in the Alaskan Arctic,”*' and that “[fjurther information and work is necessary to 
determine the extent to which benthic and pelagic food webs may be linked in the Alaskan 
Arctic as they are in the Bering Sea."“ 

• In environmental impact statements prepared in connection with oil and gas lease sales in the 
Arctic Ocean under prior Outer Continental Shelf Leasing Programs, BOEMRF. repeatedly 


National Oceanic and Atmospheric Administration (NOAA), Comments on the U.S. Department of the 
Interior/Minerais Management Service Draft Proposed Outer Continental Shelf Oil and Gas l.easing Program for 
2010-2015 at 5 (Sept. 9, 2009). 

Id. at 9. 

North Pacific Fishery Management Council, Fishery Management Plan for Fish Resources of the Arctic 
Management .Area at ES- 1 (Aug. 2009). 

“/£/. at 43. 

Id. at 9. 

~ Id. at 5S. 
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acknowledged that gaps in basic science about the Arctic Ocean hinder the agency’s 
assessment of the effects of oil and gas activities there. For example, MMS stated in the final 
environmental impact statement for Chukchi Sea I.ease Sale 193 the lack of data on “marine 
mammal distributions and habitat use in offshore areas of the Chukchi Sea,” prevented it 
from determining the potential level of effects oil and gas development could have on marine 
mammals.^^ A draft supplemental environmental impact statement for the lease sale, 
prepared pursuant to a court-ordered reconsideration of the leases, required a 140-page 
appendix to chronicle the instances in the original environmental impact statement in which 
MMS acknow'ledged that it did not have data potentially relevant to the effects of oil and gas 
activity in the sca.^'' Similar data gaps exist for the Beaufort Sea.^^ 

Agencies that manage the Arctic Ocean should work together to obtain baseline data for 
the region. They should undertake a research program designed to provide comprehensive data 
on the health, biodiversity, and functioning of Arctic marine ecosystems and the potential 
impacts of industrial activities there. A comprehensive effort to study the ecosystem as a whole 
and to integrate or comprehensively synthesize the more-focused studies that are ongoing in the 
Arctic Ocean is needed. 

Any future comprehensive study program must consider traditional knowledge and 
w'isdom of indigenous communities along the coast of the Arctic Ocean that have lived and 


Bureau of Ocean Energy Management, Regulation and Enforcement (BOEMRE), Chukchi Sea Planning Area Oil 
and Gas Lease Sale 193 in the Chukchi Sea, Alaska, Draft Supplemental EIS, OCS EIS.'EA BOEMRE 2010-0.34 at 
App. A (Sep. 2010). 

BOEMRE, Chukchi Sea Planning Area, Oil and Gas Lease Sale 193 in the Chukchi Sea, Alaska, Draft 
Supplemental Environmental impact Statement, OCS EIS/EA BOEMRE 2010-034 (Sep. 2010) at App. A. 

See, e.g.. Minerals Management Service (MMS), Environmental Assessment, Proposed OCS Lease Sale 202 
Beaufort Sea Planning Area, OCS EIS/EA MMS 2006-001 at 28 (August 2006) (“Information on current 
distribution and abundance (e.g., density per square kilometer) estimates, age structure, population trends, or habitat 
use areas are not available or are outdated for fish populations in the western Beaufort Sea.”); 1 09 (“Quantitative 
data is lacking that specifically addresses the potential cumulative impacts of development on polar bears and the 
effects of disturbance related to human activities on polar bear-habitat use, as well as recruitment and survival.”); 56 
(“With the limited background information available regarding large oil spills in the offshore arctic environment, the 
outcome of a large oil spill is uncertain.''). 
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hunted in the region for millennia. Traditional knowledge can help fill some of the gaps in our 
understanding of Arctic ecosystems as well as guide future efforts to collect necessary 
information. Outreach to local communities, governments, tribes, co-management organizations, 
and other Alaska Native organizations is one way of incorporating not just knowledge, but the 
holders of that know'ledge into the decision-making process. In recent years, an increasing 
amount of research has focused on traditional knowledge in the Arctic. Major projects, such as 
the Arctic Council’s Arctic Climate Impact Asses.sment, have incorporated traditional knowledge 
in efforts to understand what is taking place in the region. Nonetheless, there is much more to be 
done to make the knowledge of Arctic peoples more widely available, such as incorporating 
traditional knowledge in management processes that directly impact people. 

Some of the mechanisms for such an integrated approach arc already being developed. 
For example, on July 19, 2010, President Obama signed Executive Order 13547, which 
established a National Policy for the Stewardship of the Ocean, our Coasts, and the Great 
Lakes.^^ Among other things, the executive order established the National Oceans Council and 
adopted the Final Recommendations of the Interagency Ocean Policy Task Force. Tho.se 
recommendations identified changing conditions in the Arctic as one of nine national priority 
objectives and called on the Council to develop a strategic action plan to address environmental 
stewardship needs in the Arctic Ocean and adjacent coastal areas in the face of climate-induced 
and other environmental changes.^’ The National Ocean Council’s Arctic strategic action plan 
can and should set out a plan for an integrated approach to attaining a better understanding of the 
Arctic Ocean. 


“ 75 Fed. Reg. 43,023, 43,023 (July 22, 2010). 

Council on Environmental Quality, Final Recommendations of the Interagency Ocean Policy Task Force at 6 
(July 19, 2010), available at http://www.\vhitehouse.gov/files/documcnts/OPTF_FinalRecs.pdf. 
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If the federal government commits to comprehensive, long-term research and monitoring 
in the Arctic Ocean, managers will be in a much better position to determine if, when, where and 
how industrial activities should occur. A comprehensive research and monitoring program could 
be conducted in three simple phases over the next five to seven years: (1) gap analysis and 
planning (201 1-2012); (2)research and monitoring (2013-2016, with monitoring continuing into 
the future); and (3)integrating new' and older information to provide decisions-makers the basic 
understanding needed to make effective decisions (2016-2017). As described above, each of 
these phases must be informed by local and traditional knowledge, including planning and peer- 
review. The basic understanding garnered by this program would enable managers to determine 
if, when, where, and how industrial activities .should occur, and could facilitate the identification 
of alternatives that may allow for development while protecting the ecosystem and subsistence 
way oflife.^* 

B. Oil Spill Prevention, Containment, and Cleanup 

In addition to a comprehensive effort to gather missing baseline data to guide 
management decisions in the Arctic Ocean, advances must be made in oil spill prevention and 
cican-up infrastructure and technology before oil drilling is permitted in the Arctic Ocean. Last 
spring’s Deepwater Horizon oil spill tragically demonstrated the consequences of a large oil spill 
and the limits of containing such a spill, even in the relatively benign conditions of the Gulf of 
Mexico, As the final report of the National Commission on the BP Deepwater Horizon Oil Spill 
and Offshore Drilling made clear, a large spill in the Arctic Ocean would be even more difficult 


President Obama and Secret3r>' Salazar have directed the U.S. Geological Surv'ey to assess information gaps and 
"environmental sensitivities in .“trctic areas.” See Secretary Salazar Unveils Arctic Studies Initiative that will 
Inform Oil and Gas Decisions for Beaufort and Chukchi Seas, available at 

hltp:.''/www.doi.gov/news/pressreleases/2O10_O4_13_re!easeA.cfm. This review of Arctic science is a good first 
step and could form the basis for a comprehensive gap analysis and subsequent development of a research and 
monitoring plan. 
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to contain and clean up. In its report, the Commission expressed “serious concerns about Arctic 
oil-spill response, containment, and search and rescue.”’’ The Commission Report explained: 
“The remoteness and weather of the Arctic frontier create special challenges in the event of an 
oil spill,”* It specifically cautioned that “[sjuccessful oil-spill response methods from the Gulf 
of Mexico, or anywhere else, cannot simply be transferred to the Arctic,”^’ For example, the 
Commission explained “[s]pill trajectory and weather models based on Arctic conditions must 1 1 
be developed.”* 

Additionally, the Commission expressed concerns that “[cjurrent federal emergency 
response capabilities in the region are very limited.”^'’ The Report noted that “[t]he Coast Guard 
does not have sufficient ice-class vessels capable of responding to a spill under Arctic 
conditions: two of its three polar icebreakers have exceeded their service lives and are non- 
operational” and that “[wjithout a presence in the Arctic, it would be very difficult for the Coast 
Guard to conduct any emergency search and rescue operations."* These and other concerns 
echo the problems identified by communities, conservation groups, and others in recent years.* 

In light of these concerns, the Commission made three recommendations for action 
before the government “makes a fully informed determination that drilling in a particular area is 
appropriate.”* First, the government should ensure that the spill response plans proposed by 
industry are adequate for each stage of development and that the underlying financial and 


Spill Commission Report at 304, 
” Id. at 303. 

Id. 


Id. at 304. 

” Id. 

U. 

indeed, a recent oil spill in Norway when a container ship, the “Godafoss”, ran aground off of Norway’s southern 
coast on Februaiy 17 demonstrates the immense difficulties of cleaning up oil in the icy conditions that prevail in the 
Arctic Ocean. See APRN, Cleanup Slow Going in Norway Spill (Feb. 28, 2011), available at 
http;//eyeonthcarctic.rcinet.ca/en/news/norway/85-cnvironment'745-c!eanup-slow-going-in-norvvay-spiil. 

Spill Commission Report at 304. 
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technical capabilities have been satisfactorily demonstrated in the Arctic, Second, the Coast 
Guard and the oil companies operating in the Arctic “should carefully delineate their respective 
responsibilities in the event of an accident, including search and rescue, and then . . . build and 
deploy the necessary capabilities.”’* Third, Congress should provide “the resources to establish 
Coast Guard capabilities in the Arctic, based on the Coast Guard’s review of current and 
projected gaps in its capacity.”’”* 

The Commission’s recommendations bolster the conclusion that decisions to allow 
drilling in the Arctic Ocean are premature given the state of our baseline understanding and 
ability to respond to a major oil spill. Certainly, before dangerous oil drilling is considered in the 
Arctic Ocean, a comprehensive research plan needs to be undertaken to gather information about 
the region that can form the basis of informed management decisions about whether, where, and 
how to perniit oil drilling in the Arctic Ocean. 

III. THE CLEAN AIR ACT IS VITAL TO PROTECTING THE ARCTIC AND ITS 
PEOPLE 

As described above, it is premature to consider drilling for oil in the Arctic Ocean. 
However, if drilling is considered, it is essential that those decisions be made considering only 
activities subject to the full protections of the Clean Air Act. 

A. The Arctic Ls Particularly Vulnerable to Air Pollution 

If not properly regulated, air pollution in the Arctic could have dramatic adverse effects 
on the health of the region’s indigenous Inupiat communities and can accelerate already dramatic 
climate change in the region, with potentially global implications. 
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As described above, the Inupiat have a long and vibrant heritage of relying upon the 
abundant marine life in this area to feed their people. Their subsistence way of life is the basis of 
their culture and critical to the Inupiat diet. The rush to discover marketable oil and gas 
resources, develop new shipping routes, and otherwise access the American Arctic Ocean 
threatens dramatic adverse impacts on Inupiat culture and the fragile environment upon which 
the culture is based. Air pollution from increased industrial activity, particularly oil and gas 
activity, is a primary' concern, bccau.sc operations that pollute the air and water also contaminate 
the food sources upon which the Inupiat rely and threaten their health. 

Communities along the North Slope of Alaska have markedly higher rates of pulmonary 
disease than the general U.S. population, and may have genetic predispositions to disease that 
differ from other U.S. populations. As abundant public health data has demonstrated, the Inupiat 
are substantially more vulnerable to morbidity and mortality from air pollution than are other 
Americans. For example, rates of chronic lung disease on the North Slope are dramatically 
higher than in the general U.S. population."'® 

As EPA and other federal agencies have acknowledged, the Arctic and its people are also 
particularly vulnerable to the effects of climate change, and the region is warming faster and 
changing more precipitously than most other regions in the world."" 

Climate change is already harming Arctic communities and thousand-year-old Alaska 
Native cultural traditions. “Among the most profound changes is the loss of sea ice, which is at 
the lowest levels in 800 years."’"'" This loss of sea ice has caused subsistence hunters to “travel 
farther across thinner ice, and sometimes open seas, to access the animals” on which they 

MMS, Beaufort Sea and Chukchi Sea Planning Areas Oil and Gas Lease Sales 209, 212, 217, and 221 Draft 
Environmental Impact Statement, OCS EIS/EA MMS 2008-0055 (2008 DEIS) at 3-232 (Nov. 2008). 

See. e.g., 74 Fed. Reg. 66,496, 66,535 (Dec. 15, 2009). 

Anne E. Gore, Broken Promises: The Reality of Oil Development in America 's Arctic^ (Broken Promises) at 4 1 
(2009) available at http://wilderness.org/filcs/Broken-Promises-Report.pdf. 
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depend, and has oven directly harmed populations of animals that serve as subsistence 
resources."*^ Available methods of processing and storing subsistence resources are already 
growing less effective as “ice cellars are melting and food spoilage is becoming more 
common.”"'^ This harm to subsistence resources endangers the welfare of the Inupiat people, 
because of the central role these resources play in community health and cultural traditions. 
Subsistence diets are high in health-promoting nutrients, while “|r|eplacement of subsistence 
foods with store-bought foods in Alaska Native communities increases the risk of 'metabolic 
disorders’ such as hypertension, diabetes, and high cholesterol and the common complications of 
these disorders, such as cardiovascular disease and strokes.”’*^ “The loss of sea ice, coupled with 
melting permafrost, is also accelerating coastal erosion, forcing communities to relocate, and 
threatening habitat for waterfowl, and caribou, which arc also important food sources for 
indigenous people,”*'* If the fundamental role of subsistence is displaced by industrial 
development in the region, very significant increases in obesity and diabetes in the impacted 
communities would be predicted to follow. 

The rapidly warming Arctic also threatens with extinction iconic ice-dependent species 
that call the Arctic Ocean home. The Department of Interior has found the polar bear threatened 
with extinction and listed it under the Endangered Species Act. The primary threat to the species 


'•‘'2008 DElSatJ-23. 

Id. at J-14; see also generally S.O. Ebbesson et at. Diabetes is Related to Fatty .icid Imbalance in Eskimos, 58 
International J. of Circumpolar Health 108 (1999); R. Shephard & A. Rode, The Health Consequences of 
ModerniTiation: Evidence from Cirumpolar Peoples ( i 996); T. Curtis et at, Changing Living Condiiions, I.ifestyde, 
and Health, 64 international J. of Circumpolar i Icalth 442-450 (2005); M. Jorgensen et at, Diabetes and impaired 
glucose tolerance among the Inuil of Greenland, 26 Diabetes Care 1766 (2002); B. Zinman, Diaheles in indigenous 
populations: genetic susceptibility and environmental change, available at 

http://www.d4pro.com/idm/site/vol_!6,_no_l,_2004.htm; S Ebesson et al.. Diabetes and impaired glucose 
tolerance in three Alaskan Eskimo Populations, 21 Diabetes Care 563 (1998); P. Hogan et at. Economic Costs of 
Diaheles in the IJ.S. in 2002, 26 Diabetes Care 917 (2003). 

Broken Promises al 4 1 . 
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is the climate-change induced melting of the Arctic sea icc."" interior has also deemed the 
Pacific walrus, another ice-dependent species that calls the Arctic Ocean home, to be threatened 
with extinction because of rapid climate change.''* 

Protecting the Arctic and its people from air pollution that directly threatens human 
health, the health of subsistence resources, and causes or contributes to already rapid climate 
change is therefore of the highest concern. 

B. Air Pollution from Offshore Oil Drilling is a Major Concern 

Offshore oil drilling is a large industrial undertaking that emits tons of pollution harmful 
to human health and the environment. Although millions of acres have been lea.sed to oil 
companies in the last decade, there has been almost no new exploration drilling in the Arctic 
Ocean over that period. However, there is immense pressure by industry' to start drilling: Shell 
has said it wants to drill up to four wells in the Chukchi Sea and two wells in the Beaufort Sea 
using two different drill ships to drill simultaneously in each sea starting as early as 2012, and 
ConocoPhillips and Statoil also have announced that they intend to drill in the Chukchi Sea 
starting as early as 20 1 3. 

The scale of the industrial activity at issue in these drilling plans is well illustrated by 
plans Shell proposed in 2010 to conduct exploration drilling in the Chukchi and Beaufort seas. 

Shell’s proposed exploration program was a massive industrial undertaking. Shell 
planned to conduct its drilling in both the Chukchi and the Beaufort seas using the 5 14-foot-long, 
ice-reinforced drill ship Frontier Discoverer, which would be affixed to the seafloor using eight, 
seven-ton anchors. The Discoverer would be accompanied by a fleet of large vessels comprised 
of an ice-management vessel, an anchor-handling vessel, a supply vessel, a berthing vessel, at 

" Ti Fed. Reg. 28212 (May 15, 2008). 

® 76 Fed. Reg. 76.?4 (Feb. 10. 2011). 
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least two oil-response vessels, and other work boats. Frequent hclieopter and fixed-wing aircraft 
trips and the establishment of shore-bases at Wainwright, Barrow, and Dcadhorse would support 
the drilling operations. 

Shell’s proposed 20 1 0 operations would have potentially emitted thousands of tons of 
pollution into the air, including particulate matter, sulfur dioxide, nitrogen oxide, and carbon 
monoxide, ail of which threaten human health.'*^ The lion’s share of Shell’s pollution — bctw'cen 
75 and 96 percent of the total of each regulated pollutant — would have been emitted not by the 
drill ship itself but by the vessels supporting that ship, like the ice-breakers.”’° 

To put the operations in context. Shell's 2010 Chukchi Sea drilling alone w'ould have 
released as much particulate matter (PMio) pollution as over 825,000 cars driving 12,000 miles 
in a year.^' With numerous companies holding leases in the Arctic Ocean, it would be po.ssible 
to envision as many as 2-3 separate drilling operations per year. This could equate with the 
emissions of over 2 million cars driving 12,000 miles a year, all within the short, open-water 
drilling season. Shell’s operations would have emitted high levels of fine particulate matter, a 
major health and, through black carbon, global warming concern. For example, its Beaufort Sea 
operations had the potential to emit 57 tons per year of fine particulate matter (PMj s). These 
emissions could almost double the short-term level of fine particulate matter in the coastal 
community of Kaktovik. However, even these estimates may not even fully have reflected 
Shell’s potential emissions of fine particulate matter, because the EPA did not analyze 
secondary fine particulate matter formation from emission such as nitrogen oxides (NOx), and 

Environmental Protection Agency (EPA), Region 10, Statement of Basis for Proposed OCS PSD Permit No. 
RlOOCS.TSD-AK-09-01, Shell Gulf of Mexico Inc,, Frontier Discoverer Drillship, Chukchi Sea Exploration 
Drilling Program (Jan. 8 2010) (Chukchi Statement of Basis), App. A at A-l. 

“ W. 

® ' EP.A estimates that the average passenger car emits , 1 4 pounds of particulate matter (PM lo) per year. EPA Office 
of Transportation, Emission Facts - Average Annual Emissions and Fuel Consumption for Gasoline-Fueled 
Passenger Cars and Light Trucks (EP.A420-F~05-022) (August 2005), available at 
https://www.whatcomsmarttrips.org/pdfEmission%20Facts%202005.pdf. 
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Shell’s Beaufort Sea operations had the potential to emit over 1,371 tons per year of nitrogen 
oxides (NOx), potentially allowing concentrations to reach more than 78 percent of the 
applicable air quality limit. Shell’s operations also had the potential to emit 94,000 tons of 
COi — roughly equivalent to the annual household CO 2 emissions of 2 1 ,000 people, or roughly 
three times the entire population of the North Slope Borough.’’ 

Shell’s emissions from its proposed 2010 operations would have been potentially harmful 
to the health of residents in Arctic coastal communities. Its emissions of nitrogen dioxide, NO 2 , 
for example, was a major cause for concern. Studies indicate an association between nitrogen 
dioxide and lung function, A Southern California Children’s Study “showed that lung function 
levels among nine to 1 6 year old children were lower in communities with higher NO 2 
concentration.”’^ Studies as a whole indicate that even short-term spikes in concentrations can 
prompt additional emergency department visits and hospital admissions for “asthma, bronchitis 
and emphysema . . . , pneumonia, [and] upper and lower respiratory infections , . . .” 74 Fed. 
Reg. 34,404, 34,413 (July 1 5, 2009). Further nitrogen dioxide reacts with other compounds to 
form other harmful pollutants, like fine particulate matter and ozone. 

Shell’s emissions of fine particulate matter (PM2.5) were also of concern. Shell proposed 
operations would have almost doubled fine particulate matter concentrations in Kaktovik and 
could have caused fine particulate matter levels to reach 83 percent of the National Ambient Air 
Quality Standards in the Beaufort Sea and 84 percent of the air quality standards in the Chukchi 
Sea. This is worrisome because fine particulate matter pollution can cause negative health 
effects. Fine particulate matter pollution can get deep into the lungs, and may even get into the 

“ Shell Offshore Inc., Outer Continental Shelf Pre-Construction Air Permit Application, Frontier Discoverer, 
Beaufort Sea Exploration Drilling Program at 98 (Jan. 20t0); United States EPA, Climate Change - Greenhouse 
Gas Emissions, In the Home, available at http://www.epa.gOv/clirtiatcchange./emissions/ind_homc.htmi. 

World Health Organization, Health Aspects of Air Pollution with Particulate Matter, Ozone and Nitrogen Dioxide 
at 49 (Jan. 2003). 
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bloodstream. Exposure to such particles can affect both lungs and heart. According to EPA, 
numerous scientific studies have linked particulate pollution to a variety of problems, including: 
increased respiratory symptoms, such as irritation of the airways, coughing, or difficulty 
breathing; decreased lung function; aggravated asthma; development of chronic bronchitis; 
irregular heartbeat; nonfatal heart attacks; and premature death in people with heart or lung 
disease. Particulate matter pollution is most likely to affect people with heart or lung diseases, 
children, and older adults. However, even healthy people may experience temporary symptoms 
from exposure to elevated levels of particle pollution. A World Health Organization working 
group has found that current ambient levels of particulate matter pollution in Europe could “lead 
to a marked reduction in life expectancy,” perhaps up to a few years, primarily due to “ increased 
cardio-pulmonary and lung cancer mortality.”^* 

Shell’s operations would also contribute to Arctic climate change. Shell’s drilling 
operations have the potential to emit 94,000 tons of carbon dioxide, the most important driver of 
global and Arctic climate change. Also, a significant fraction of the more than 50 tons per year 
of fine particulate matter Shell would have emitted would be black carbon.^^ Black carbon is 
generally regarded as the second most important contributor to Arctic warming after carbon 
dioxide. Black carbon warms the environment by absorbing sunlight in the atmosphere, thereby 
capturing heat energy, and it darkens snow and icc after falling to earth, thus reducing the 
reflection of sunlight and accelerating melting.^ Emissions of black carbon from sources in the 
Arctic itself are particularly troubling, as Arctic emissions are far more likely to come in contact 


Id at 1.VI4. 

Sarofim et al.. Ad hoc Working Group. Current Policies, Emission Trends and Mitigation Options for Black 
Carbon in the Arctic Region (EPA Draft White Paper) at 21-22 (Apr. 28, 2009). 

Id at 7. 
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with and melt Arctic snow and ice.^^ One recent study indicates that Arctic black carbon 
emissions are 10-100 times more important with respect to contributing to Arctic black carbon 
radiative forcing than emissions outside of the Arctic.^* 

C. The Clean Air Act Protects Human Health from Offshore Drilling Air Pollution 

The Clean Air Act is a landmark public health statute that has prevented hundreds of 
thousands of premature deaths over the past forty years, all while our national GDP has steadily 
risen. In 2010 alone, the Act is e.stimated to have prevented 160,000 adult deaths from particle 
pollution, 230 infant deaths from particle pollution, and 86,000 emergency room visits. By 
2020, the Act is estimated to have resulted in tw'o trillion dollars in health benefits, and to save 
230,000 lives in that year alone.^^ Among the Act’s core provisions are establishing national 
health-ba,scd ambient air quality standards for pollutants and mandating the application of 
pollution-control technology to reduce air pollution. 

Recognizing the threat of air pollution from sources on the outer continental shelf. 
Congress amended the Clean Air Act in 1990 to include a new provision, section 328, that 
mandates “requirements to control air pollution from Outer Continental Shelf sources located 
offshore of the United States.”^** OCS sources include equipment and activities that emit any air 
pollutant, are regulated under the Outer Continental Shelf Lands Act, and are located on waters 
above the outer continental shelf, specifically including drill ship exploration.^' Section 328 
requires EPA to ensure that the offshore pollution does not cause violations of the national 


” See id at 20 (stating that “[t]he Arctic is more sensitive to black carbon that can be transported into the region”). 

Hirdman et a!.. Source identification of short-lived air pollutants in the Arctic using statistical analysis of 
measurement data and particle dispersion model output, 10 Atmos. Chem. Phys. 669 (Jan. 2010). 

See EPA, The Benefits and Costs of the Clean Air Act from i 990 to 2020 (Mar. 2011), available at 
http://www.epa.gov/air/sectSI2/feb1 l/fu11report.pdf. 

“ 42 U.S.C.§ 7627(a)(1). 
hi § 7627(a)(4)(C). 
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ambient air quality standards (NAAQS) and to ensure that OCS sources comply with the PSD 
provisions of the Clean Air Act.*^ 

As the name suggests, the PSD program is intended to prevent existing air quality levels 
from deteriorating. Its provisions, therefore, seek to protect public health and welfare from the 
adverse effects of air pollution and to ensure “that economic growth will occur in a manner 
consistent with the preservation of existing clean air resources.”*^ Motivated by a concern that 
air pollutants could have serious harmful effects to health even at concentrations below primary 
ambient air quality standards. Congress adopted the PSD provisions, w'hich embody “a policy of 
maximum practicable protection of health.”*^ When adopting the PSD provisions. Congress 
made clear that practices that “squandcr[] finite air resources, thereby limiting the potential for 
long-term economic growth” are contrary to the national interest as reflected in the PSD 
program.*^ Accordingly, the PSD provisions also “assure that any decision to permit increased 
air pollution ... is made only after careful evaluation of all the consequences of such a decision 
and after adequate procedural opportunities for informed public participation in the 
decisionmaking process.”** 

A central provision of the PSD program is the requirement that, prior to constructing any 
“major emitting facility,” an applicant must obtain a permit from EPA.*^ To obtain a PSD 
permit, the owner or operator of a proposed major emitting facility must demonstrate that 
emissions from construction or operation of the facility will not cause or contribute to a violation 
of any NAAQS or other applicable emission standard and must conduct monitoring as necessary 

Id- § 7627(a){ I ) (requiring compliance with “part C of subchapter !” of the Act). 

“M§§ 7470(1), (3). 

H.R. Rep. 9.3-294, at 105-127 (1978) reprinted in 1978 U.S.C.C.A.N, 1077, 1183-1205, 1206; see also id at 105- 
127, reprinted in 1978 U.S.C.C.A.N. at 1183-1206. 

“ H.R. Rep. 95-294, at \ 52, reprinted in 1978 U.S.C.C.A.N, at 1231. 

“ 42 U.S.C. 5 7470(5). 

Id § 7475(a)(1). 
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to determine the effect of emissions on air quality.'^* Emissions from the proposed facility also 
will be “subject to the best available control technology for each pollutant subject to regulation . . 
. emitted from, or which results from, such facility.”*^ EPA has defined “best available control 
technology” or BACT to mean “an emissions limitation (including a visible emission standard) 
based on the maximum degree of reduction for each pollutant subject to regulation . . . .”™ 

Thus, the PSD program has two primary mechanisms for achieving its goals: first, it 
ensures that air quality standards are met, and second, it requires the application of best available 
control technology to the source’s emissions. The application of BACT ensures that pollution 
levels generated by the source will not only meet air quality standards, but will remain as low as 
possible. 

Public participation is also central to the PSD program. The statute directs EPA to 
“assure that any decision to permit increased air pollution ... is made only . . . after adequate 
procedural opportunities for informed public participation in the decisionmaking process."^' The 
remoteness of the Arctic and its communities — which arc not connected to the road system and 
can be reached only by plane or boat and only when weather permits — presents challenges to the 
public process. Language barriers and the schedules of a subsistence life can present further 
challenges. However, public participation is particularly important in the context of Arctic 
offshore drilling decisions. The indigenous Alaska Native communities along the coast of Arctic 
Ocean will bear a vastly disproportionate burden of the harmful effects of offshore oil drilling. 
Not only may offshore drilling expose these communities to direct health risks from air 
pollution, it may indirectly affect health by putting at risk the subsistence resources that are 

“ Id §§ 7475(a)(3). (a)(7). 

“ Id. § 7475(a)(4). 

™40 C.F.R. §52.21(b)(12). 

’’ 42 U.S.C. § 7470(5). 
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central to these communities’ way of life. The Clean Air Act’s PSD program mandates that 
these disproportionately affected Inupiat communities be provided a meaningful opportunity to 
participate in offshore permitting decisions. Basic requirements of environmental justice echo 
this obligation.^' 

An integral part of the public process accompanying the issuance of air permits to major 
new sources of pollution is the opportunity to request a review of the permit decision, which in 
the case of the Arctic Ocean issues from EPA’s Region 10 offices, by the Environmental 
Appeals Board In Washington, D.C. The EAB Is an administrative review body that serves as 
the final EPA decision-maker for permits its is asked to review. The Board consists of nine 
experienced attorneys who are experts in the Clean Air Act and other statutes the Board 
oversees. When a permit is appealed to the EAB, panels of three administrative judges typically 
adjudicate the appeal. Under the EPA’s implementation of the PSD program, any person who 
filed comments on that draft permit or participated in the public hearing may petition the EAB to 
review any condition of the permit decision.’’ This is an important element of the public 
participation process, because it offers persons who are affected by the permitted air pollution an 
avenue of redress short of expensive and time-consuming litigation in Article III courts. Appeals 
to the [iAB are adjudicated by administrative judges that are experts in the complex statutes they 
administer. They are typically able to adjudicate appeals in several months. 

The importance of EAB review is well illustrated by a recent challenge brought by the 
Alaska E.skimo Whaling Commission and the Inupiat Community of the Arctic Slope against 
PSD permits issued by EPA to Shell Oil for drilling in the Beaufort and Chukchi seas.” 

Executive Order No. 1 2,898, Federal Actions to Address Environmental Justice in Minority Populations and Low- 
Income Populations, 59 Fed. Reg. 7,629, 7,632-33 (Feb. 1 1, 1994). 

”40C.F.R,§ 124.19(a). 

In re Shell, OCS Appeal Nos. 10-01 through 10-04 at 69, 63-81. 
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Concurrent with EPA Region lO's consideration of Shell’s PSD permit applications, EPA 
decided to implement new health-based ambient air quality standards for nitrogen oxides {NO 2 ). 
In July, 2009, the agency proposed these new standards based on a review of the “substantial 
amount of new research . . . conducted since the last review of the NO 2 NAAQS,” including new' 
information from epidemiologic studies regarding the health effects of exposure to NO 2 , that 
showed that the current annual NO 2 NAAQS was no longer sufficient by itself to protect the 
public health within an adequate margin of safety.’^ Ed’A finalized the new short-term standard 
in February, 2010, to take effect April 12, 2010.’^ F,PA Region 10 issued the Shell PSD permits 
just days before new health standards for short-term exposure to nitrogen oxides took effect, on 
March 31 and April 9, 20107’ In addition to not requiring Shell to comply with these new health 
standards, EPA Region 10 also failed to consider the standards, and the new' studies underlying 
them, in analyzing the disproportionate effects of Shell’s pollution on the Arctic’s Inupiat 
communities. Rather, it concluded that, because Shell’s drilling would comply with the annual 
NO 2 NAAQS — the standard EPA specifically determined did not adequately protect human 
health — the drilling would not disproportionately affect coastal Alaska Native communities. It 
took an appeal to the EAQ to rectify Region lO’s violation of its basic duty to conduct a rational 
analysis of the potentially disparate health impacts to Inupiat communities of the Shell drilling it 


Proposed Rule, Primary National Ambient Air Quality Standards for Nitrogen Dioxide, 74 Fed. Reg. 34,4404, 
34,407 (July 15, 2009); see also id at 34,427 (“[T]he Administrator concludes that the current NO, standard does 
not provide the requisite degree of protection for public health against adverse effects associated with short-term 
exposures.”), 34,439 (“[T]he Administrator proposes that the current annual standard is not requisite to protect 
public health with an adequate margin of safety.”). 

Pinal Rule, Primary National Ambient Air Quality Standards for Nitrogen Dioxide. 75 Fed. Reg. 6,474, 6,474 
(Feb. 9, 2010). 

” hi re Shell, DCS Appeal Nos. 10-01 through 10-04 at 69, 63-81. 
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proposed to permit.’* Similarly, under pressure from Shell during the permitting process, fPA’s 
Region 1 0 completely shifted course on its definition of when Shell’s drill ship becomes a 
stationary source for purposes of regulation. As the EAB described in reviewing and remanding 
the permit, the Region ’‘abdicatc[d] to Shell” the agency’s regulatory responsibility.” 

IV. THE COMMITTEE SHOULD RE.IECT THE BILL UNDER CONSIDERATION 

TODAY 

The bill under consideration today attempts to curtail the EPA’s authority under the 
Clean Air Act to regulate air pollution from offshore oil drilling and to limit the public’s 
participation in decisions that directly affect its health. This bill specifically targets offshore 
drilling in the Arctic Ocean, and it weakens the Clean Air Act in ways Shell Oil Company has 
specifically requested. It is a transparent giveaway to Shell with potentially wide-ranging 
consequences for the health of coastal communities, our oceans, and our climate. The bill should 
be rejected. 

First, the bill attempts to exempt offshore oil companies from complying with a central 
tenet of the Clean Air Act — ensuring that pollution docs not compromise health-based national 
ambient air quality standards. Currently, compliance with the NAAQS requirement is measured 
at the source for offshore drill ships, Just as it is for all other polluters. Section 2 of the bill seeks 
to amend Section 328 of the Clean Air Act to relax the requirement so that the air quality impact 
of pollution from offshore sources is measured not at its source but only at the shore, which can 
be many miles from the source. It would thus treat offshore sources differently than onshore 


Id ; see also Exec. Order 1 2,898, 59 Fed. Reg. 7629, 7629 (Feb. 11,1 994) (“Federal Actions To Address 
Environmental Justice in Minority Populations and Low-Income Populations” requiring that “each Federal agency 
shall make achieving environmental justice part of its mission by identifying and addressing, as appropriate, 
disproportionately high and adverse human health or environmental effects of its programs, policies, and activities 
on minority populations and low-income populations”). 

In re Shell, OCS Appeal Nos. 10-01 through 10-04 at 59. 

^ It amends subsection a of Section 328 that applies to the Arctic, Atlantic, Pacific, and eastern Gulfof Mexico off 
the Florida Coast. A different provision of Section 328 — subsection (b) — that is not amended by this bill applies to 
the western Gulf. 
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sources by potentially allowing them to emit pollution at levels that compromise health-based air 
quality requirements at the drill site. Offshore oil companies would be allowed to emit larger 
amounts of pollution, causing a greater threat to the air quality of coastal communities. 

Requiring a shoreline-only look at pollution is also particularly ill-suited for the Arctic Ocean. 

As described above, subsistence hunting and fishing is centrally important to the Inupiat people, 
and residents of Arctic Ocean coastal communities spend significant amounts of time on the 
ocean engaging in whaling and hunting. The Committee .should not allow these residents to be 
exposed to harmful pollution while engaging in these activities. 

Second, the bill seeks to amend Section 328 of the Clean Air Act to w'eaken air emissions 
controls for offshore drilling. Section 3 of the bill seeks to exempt associated vessels, such as 
ice-breakers that accompany Arctic Ocean offshore drilling, from the PSD program’s protection 
of air quality and imposition of control technology requirements. One of the central protections 
of the PSD program is the application of best available control technology. As described above, 
ice-breakers can account for much of the pollution from Arctic Ocean offshore drilling 
operations. They can emit large amounts of nitrogen oxide (NO 2 ) and fine particulate matter 
(PIVI 2 . 5 ). In Shell’s proposed 2010 operations, for example, ice-breakers accounted for between 
75 and 96 percent of the pollutants emitted by Shell’s operations.®' Indeed, for its proposed 2010 
drilling operations, it was emissions from Shell’s ice-breakers, not emissions from the drill ship 
itself, that triggered the application of the PSD program to Shell’s drilling operations.*^ The bill 
under consideration would exempt tho.se associated-vessel emissions — the lions share of 
emissions from offshore drilling in the Arctic Ocean — from technology control requirements. 
Thus, the largest sources of pollution from offshore drilling would be exempted from applying a 

Chukchi Statement of Basis, App. A at A-I. 

‘-Id 
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central requirement oflhe PSD program, the application of the best available control technology 
to reduce pollution.*^ 

Section 3 of the bill w'ould also amend the Clean Air Act to postpone regulation of 
offshore drilling operations until the last possible moment. It would do so by defining the lime at 
which a drill ship or platform becomes a stationary source, and thus is subject to regulation, as 
when drilling commences. This w'ould exempt from regulation under the PSD program all 
pollution generated from the time the drill ship reaches the drill site until the time it commences 
drilling. It would also cede to the regulated entity, the oil company, the decision about when its 
operations must start to comply with the Clean Air Act. 

Both of the changes in Section 3 changes arc specifically designed to address issue that 
concern Shell. Shell raised these issues during the review of permits for its planned 2010 Arctic 
Ocean drilling.*"* During that process, Shell argued, successfully, that it should not have to 
apply best available control technology to its icc-brcakcrs and associated vessels. This bill 
would enshrine Shell’s position in the statute. Shell also argued, unsuccessfully, that the Clean 
Air Act’s PSD requirements should not apply to its operations until it determined that its drill 
ship was ready to drill, 'fhis bill would enshrine that position in statute. 

Section 4 of the bill seeks to limit public participation in decisions about pollution from 
offshore drilling. Subsection (!) attempts to require an air permit application for offshore 
drilling to be granted or denied within six months of EPA’s receipt of a completed application. 
Subsection (2) seeks to limit judicial review of permit decisions to the District of Columbia 

The bill would not alter the requirement that emissions from the associated vessels when they are within 25 miles 
of the drill ship be counted (i) for purposes of determining whether the source is subject to the PSD program and (ii) 
to ensure that the drilling operations meet air quality standards. 

The Board upheld EPA’s current interpretation of Section 328 to exempt a.s.sociated vessels from the BACT 
requirements of the PSD program. It remanded to KPA its determination of when Shell’s drill ship becomes a 
stationary source for purposes of regulation. 
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Circuit Court of Appeals. Subsection (3) seeks to preclude administrative review ol'permitting 
decisions for all but permit applicants (oil companies), which could file petitions for 
administrative reconsideration. The curtailment of public participation is particularly troubling 
in the context of the Arctic Ocean, As described above, many of the communities most directly 
affected by Arctic Ocean offshore drilling decisions arc remote, unconnected to the road system, 
and contain members for whom English is a secondary language. Many of the communities are 
predominantly Inupiat, and they engage in a subsistence lifestyle that depends on a clean 
environment. These communities, moreover, will bear a vastly disproportionate burden of 
pollution from offshore drilling. If anything, these communities should be given more time and 
more opportunities to engage in meaningful participation with EPA about decisions that directly 
and disproportionately affect them. Instead, this bill strips them of those rights. 

Again, this section of the bill is designed with Shell in mind. Shell has often repeated the 
refrain that regulatory delays in the permitting process, particularly at RPA, have prevented it 
from drilling in the Arctic Ocean. I lowevcr. Shell itself is to blame for the delays about which it 
complains. Shell had every opportunity to go about obtaining its permits in the right way. 
Instead, it continually tried to take shortcuts that avoided, and overstepped, the bounds of the 
Clean Air Act. As described above. Shell initially attempted to obtain only minor source air 
pollution permits for its drilling in 2007, arguing that EPA should treat Shell’s drill-ships’ 
operations as separate stationary sources, rather than a single source, and thereby exempt the 
operations from the PSD requirements, in 2008, Shell again tried to obtain a minor source 
permit for its operations. In 2009, when Shell finally decided to apply for major source permits, 
Shell again tried to lake shortcuts. As described above. Shell insisted on a permit definition of 
when its drillship becomes a stationary source that essentially allowed Shell itself to determine 
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the time at which its ship’s emissions commenced to be regulated under the Clean Air Act. It 
limited the vessels to which emissions control technology applies. It limited its compliance with 
emerging new health standards. It provided less air quality monitoring data than is usually 
required. Inupiat communities and conserv'ation groups have repeatedly been forced to request 
EAB review of these permits because of Shell’s shortcuts, and the KAB has repeatedly found 
those shortcuts to be unlawful. 

Nor, contrary to Shell’s public statement, were delays in obtaining an air permit to blame 
for Shell’s decision in February of this year to voluntarily withdraw its plans to drill in the 
Beaufort Sea in 201 1, At the time. Shell was still relying on a prc-Deefm’ater Horizon oil spill 
response plan. It also still required a host of permits and authorizations in addition to EPA air 
permits before it could drill in 201 1, including a revised exploration plan under the Outer 
Continental Shelf Lands Act from BOEMRE, permits from the National Marine Fisheries 
Service and the U.S. Fi.sh and Wildlife Service under the Marine Mammal Protection Act to 
incidentally harass marine mammals, and ocean discharge permits under the National Pollution 
Discharge Elimination System from EPA. At the time it cancelled its drilling plans. Shell had 
not even submitted applications for some of these permits. 

V. CONGRESS SHOULD FOCUS ON FACILITATING AN ALTERNATIVE 

ENERGY FUTURE NOT ON CREATING LOOPHOLES FOR OFFSHORE OIL 
DRILLING 

Rather than considering legislation that exempts offshore oil drilling from the health and 
environmental protections of the Clean Air Act, Congress should focus its attention on 
facilitating an alternative energy future. Continued reliance on fossil fuels means higher and 
higher energy costs for consumers. To ensure reliable and affordable energy for the United 
States, we should diversify our sources of energy. While any oil discovered in the Arctic Ocean 
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would take years, perhaps decades, to develop and bring to market, committing to alternative 
energy now can yield significant energy dividends in a relatively short time. 

Alaska itself provides an excellent an example of the possibilities afforded by investing 
in rcnew'able energy. Residents of Alaska’s villages, many of w'hich are not connected to the 
road system, already pay on average four to five times more than what urban Alaskans pay for 
power. However, there are many villages that could utilize small wind turbines and implement 
efficiency measures, such as better in,sulating houses, to reduce their diesel consumption. On a 
larger scale, modest reductions can have dramatic effects. Just a 10 percent reduction of 
petroleum consumption, for example, could remove the demand for nearly 2 million barrels of 
oil per day from the oil market, which could lower the price of gas much more quickly than the 
decades required for new oil reserves in the Arctic Ocean to come on-line. Besides lowering the 
price of gas, conservation efforts would improve our balance of payments, reduce our reliance on 
foreign sources of oil, and lower our emissions of carbon dioxide to the atmosphere. They would 
slow both global warming and ocean acidification, set a compelling example to the rest of the 
world, and preclude placing the last great biological strongholds in jeopardy from oil pollution. 
These renewable and efficiency initiatives can provide jobs and money to the State of Alaska. 
Congress has a critical role to play in this transition, and it must demonstrate the will and 
leadership to accomplish these goals. 
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Mr. Whitfield. Thank you. Mr. Meyers, you are recognized for 
5 minutes. 


STATEMENT OF ROBERT J. MEYERS 

Mr. Meyers. Thank you, Mr. Chairman, members of the com- 
mittee. I appreciate the opportunity to testify. 

As with any sort of matter of this nature, I think it is first appro- 
priate to look at the legislative history of this provision. My written 
testimony contains some of that. I don’t pretend that is comprehen- 
sive. But with respect to where 328 came from, there was precursor 
legislation in the House and the Senate. These bills seem to basi- 
cally have been addressing situations off the coast of California in 
the 1970s and 1980s. And we are focused primarily with respect to 
the onshore impact of the emissions. 

But in any event, when we look at the history here. Congress set- 
tled the issue of how it wanted to regulate OCS sources through 
enactment of Section 328 of the Clean Air Act. Now, you know, in 
one sense, I think that is what Congress intended to do in the 
Clean Air Act, but this testimony you have received otherwise. I 
think it is clear that the matter seems to be very unsettled. Var- 
ious interpretations with regard to the Clean Air Act have been of- 
fered up to the regional office. Various interpretations of the Clean 
Air Act have been offered up to the EAB, and EAB has issued a 
very lengthy opinion on the same. So I would emphasize, too, that 
under the process that EPA is following right now, the permit at 
issue here for the litigation — or potential litigation I suppose — 
would be the Erontier Iliscoverer. And that is not considered to be 
final. 

But, you know, I think this situation stands in stark contrast to 
what Congress and EPA seemingly intended by enactment of Sec- 
tion 328 in the first place where if you look at EPA’s OCS regula- 
tions, right in the beginning they state, “In implementing, enforc- 
ing, and revising the OCS rule and in delegating authority here- 
under, the Administrator will ensure that there is a rational rela- 
tionship to the attainment and maintenance of federal and state 
ambient air quality standards and the requirements, and that the 
rule is not used for the purpose of preventing exploration and de- 
velopment of the OCS.” This is in the EPA regulatory text. 

In proposing the OCS regulations in 1991, EPA stated that it in- 
tends that the OCS rule will result in “a more orderly, less burden- 
some system of air quality permitting process for OCS sources.” 
This may certainly speed up the permitting process, which may re- 
duce costs in some instances, particularly offsetting the additional 
cost associated with the rule’s more stringent requirements for con- 
trols and offsets. I think the fact that it has taken years to decide 
matters concerning the operation of drilling ships in the Arctic 
demonstrates that EPA’s intentions at a minimum have not been 
fulfilled. 

My written testimony also recounts the various efforts under 
Title II of the Clean Air Act regarding the control of emissions from 
marine vessels. As my testimony recounts, EPA has been aggres- 
sively addressing such emissions for over a decade and will con- 
tinue to implement standards and new fuel requirements over the 
next decade. These regulations did not exist in 1990 when Congress 



426 


enacted 328 and represented significant change to the cir- 
cumstances from those that Congress sought to address. These reg- 
ulations affect all classes of marine vessels. These regulations af- 
fect new vessels and remanufactured vessels. These regulations af- 
fect fuel sulfur levels that are used. And the U.S. has further — as 
I point out in my testimony — entered into international negotia- 
tions with respect to the control of fuel off the coastline. All these 
factors are new, all these factors did not exist in the 1990s, and all 
these factors will affect vessels. 

With regard to the discussion draft, the legislation essentially 
has three substantive sections. With regard to air quality measure- 
ment, it adds a specification that the air quality impact of an OCS 
source will be measured with respect to the correspondent onshore 
area. My interpretation of this is that it is consistent with the lan- 
guage and legislative history of the Clean Air Act. Now, I know 
that has been a matter of contention in terms of the current per- 
mit, but I think it maintains the proper focus of NAAQS, which has 
been with regard to primary NAAQS, a focus on protection of pub- 
lic health with an adequate margin of safety. 

Now, with respect to the OCS source definition, the section pro- 
vides that direct emissions of vessels servicing an OCS source shall 
be “counted” but shall not be basically subject as a stationary 
source under the PSD program. I think I would fundamentally dis- 
agree that the Clean Air Act requires that vessels install BACT. 
This position does not appear in the legislation. This position, in 
fact — in the EAB decision with regard to the Frontier Discoverer 
permit — the EAB agreed that vessels are not within this. This deci- 
sion is also reflected in the 1991 regulations. 

And then finally, just with regard to the EAB itself, as I note in 
a footnote in my testimony, I would point out that the Agency con- 
siders that the existing statutory deadlines in the Clean Air Act do 
not apply when the EAB is considering a permit. 

[The prepared statement of Mr. Meyers follows:] 
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Testimony of Robert J. Meyers 
Subcommittee on Energy and Power 
House Energy and Commerce Committee 
April 13,2011 


I would like to thank the Chairman of the Subcommittee, Mr. Whitfield, for the 
opportunity to testify concerning The Jobs and Energy Permitting Act of 20 1 1 , This 
Subcommittee and the full Energy and Commerce Committee has a long history of conducting 
in-depth hearings into the Clean Air Act (“CAA”) and its implementation and I appreciate the 
opportunity to share information on the background of CAA provisions affecting drilling activity 
on the Outer Continental Shelf (“OCS”) and how the pending Discussion Draft would amend 
current CAA requirements. 

As Members may know, my law firm, Crowell & Moring LLP represents affiliates of 
Shell Oil Company that are seeking CAA permits for exploration drilling projects to be 
conducted offshore Alaska in the Beaufort and Chukchi Seas where Shell holds offshore oil and 
gas leases. 1 want to emphasize, however, that the views I am expressing today are my own and 
not necessarily those of Shell and that 1 am testifying today on my owm behalf and not as a Shell 
representative. 

As with any matter of this nature, it is desirable to first outline the background and 
legislative history of the underlying CAA provision. Following this discussion, 1 will briefly 
outline the major CAA provisions involved: National Ambient Air Quality Standards 
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(■‘NAAQS") and CAA permitting provisions. Finally, 1 will offer an assessment of the impact of 
the Discussion Draft on CAA section 328 and final permit decisions made under that authority. 

I. Background on CAA Section 328 

Section 328 of the CAA was enacted as part of the 1990 Clean Air Act Amendments 
(‘•1990 CAAA”).' It was located in Title 111 of the Clean Air Act, which contains general 
provisions related to the operation of ERA, definitions applicable throughout the CAA, citizen 
suit provisions, administrative proceedings, judicial review, air quality monitoring and modeling 
and other separate, mostly self-contained provisions. 

While section 328 w'as somewhat “buried” in the 1 990 CAAA, it was not a product of 
last-minute decisionmaking. Instead, the origins of the legislation go back several years prior to 
the time that Congress considered the House and Senate bills that eventually became the 1990 
CAAA. While 1 have not conducted extensive research on this issue, legislation to address DCS 
air emissions through the CAA was introduced at least by 1 987.^ The former Health and 
Environment Subcommittee conducted several hearings on this matter. As part of the broad 
series of hearings conducted on reauthorization of the CAA, the subcommittee received 
testimony on the regulation of air emissions on the OCS in conjunction with its consideration of 


' Pub. Law 101-549. 

■ H.R. 252 1 was introduced by Representative Levine of California on May 27, 1987. This 
legislation amended the CAA to regulate both stationary OCS sources and vessels “engaged in 
activity regulated or authorized under the Outer Continental Shelf Lands Act or engaged in oil or 
gas exploration” among other provisions. The bill required the use of Lowest Achievable 
Emission Rate (LAER) technology and sought to address both new and existing sources. 
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other bills that had been introduced to revise CAA provisions affecting the implementation of 
national ambient air quality standards ('‘NAAQS’’).^ 

This is, perhaps, not surprising. During the 1970s and 1980s, considerable public 
attention was paid to drilling activity off the coast of California and matters concerning the 
permitting of facilities were often contentious. While attention was focused on a range of issues, 
it is clear that the impact of OCS sources on air quality primarily focused on onshore air quality. 
At the time, California needed to address the requirements of the 1970 Clean Air Act and the 
1 977 Clean Air Act Amendments. The state was far from meeting the former I -hour ozone 
NAAQS despite the imposition of multiple state regulations. Therefore, California was 
confronted with a range of issues with respect to developing an appropriate state implementation 
plan (“SIP”) to demonstrate how the state could come into compliance with NAAQS. 

At this time, litigation also occurred with respect to what part of the federal government 
held authority to regulate air emissions on the OCS.'' Within the federal government, there were 
also several interagency exchanges bctw'cen the Environmental Protection Agency (“EPA”) and 
the Department of Interior (“DOI”) on how regulation should occur and whether CAA provisions 
were applicable to this activity.^ 

In the context of the 1990 CAAA, legislative language to address OCS sources w'as 
offered in an amendment in the nature of a substitute offered by Senate Majority Leader George 

\See H.Rpts. 100-129 and 100-130 (September 23, 28, and 29, 1987). 

State of California v. Kleppe. 604 F.2d 1 187 (1979). 

’ For example, EPA filed comments on a 1978 DOI Advance Notice of Proposed Rulemaking 
and the Agency took further actions to require California to include OCS emissions within its 
state implementation plan. 
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Mitchell on March 5, 1990 to S. 1630, the Senate’s version of the 1990 CAAA, This amendment 
specifically referenced “severe and unique air quality problems in California” and required the 
Secretary of the Interior to promulgate regulations under the [Outer Continental Shelf Lands Act, 
or OeSLA*) to limit “emissions of air pollutants from OCS activities in the area adjacent to 
California.” This general legislative direction, however, was conditioned by the amendment’s 
prohibition that any technology must be “feasible” and not “cause an unreasonable threat to 
health and safety.” Under the Mitchell legislation, EPA was to delineate OCS air districts on the 
basis of their location relative to adjacent onshore air districts. For areas outside of California, 
DOl was to consult with EPA to assure the coordination of air pollution control regulation and 
complete a study of such emissions, thereafter determining whether additional actions would be 
necessary. 

In the House version of the 1990 CAAA (S. 1630 as passed by the House on May 25, 
1990) section 712 required the EPA Administrator to establish regulations following consultation 
with the Secretary of the Interior and the U.S. Coast Guard “to control air pollution from Outer 
Continental Shelf sources located offshore of the States along the Pacific, Arctic and Atlantic 
Coasts and along the United States Gulf Coast off the State of Florida eastward of longitude 87 
degrees and 30 minutes . . The 1 louse legislation was therefore much broader than the 
Mitchell amendment. In addition to conveying regulatory authority to EPA, the legislation 
included an exemption process and a process by which states could submit regulations to EPA 
for enforcement and delegation of authority to the States. Altogether, as reflected in the current 


67 Stat. 462. 
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text ofCAA section 328, the I tousc legislation prevailed in conference with the Senate and was 
largely adopted in the final 1990 CAAA. 

Through enactment of CAA section 328, Congress conferred on EPA primary authority 
to address air emissions from sources located on the OCS for all but the offshore areas of four 
states - Texas, Louisiana, Mississippi and Alabama.’ Previously, DOI had acted under the 
authority conveyed to the department though OCLSA to address air emissions on the OCS and 
other environmental impacts. This law required DOI to promulgate regulations to protect 
NAAQS;* DOI promulgated such regulations in 1980 and still has authority under OCSLA to 
regulate OCS sources engaged in oil and gas exploration and production with regard to onshore 
air quality impacts and the maintenance of NAAQS.’ 

In 1989, DOI had published a further notice of proposed regulations to address OCS 
activities off the coast of California, Enactment of the 1990 CAAA, however, effectively cut 


’ The transfer of authority to EPA specifically exempted these States, requiring instead that the 
Secretary of the Department of Interior consult with EPA to assure coordination of air pollution 
control regulation for the OCS. See 42 U.S.C. § 7627 (b). 

* The OCSLA was originally enacted in 1953, but has been amended several times. 

Amendments enacted in 1978 (Public Law 93-627) clarified the authority of DOI regarding the 
regulation of OCS air emissions and contained requirements for the promulgation of rules to 
address NAAQS. 

’ DOI regulations provide for evaluation of air quality impacts of oil and gas exploration 
activities as part of DOI review of plans for exploration and development of offshore oil and gas 
leases. However, DOI issued a “notice to lcssee.s” in the fall of 2009 stating that “ fhe MMS air 
quality regulations in 30 CFR 250.302, 303 and 304 ... no longer apply to air emi,ssion sources 
in OCS areas where EPA has jurisdiction.” NTL 2009-11. 

EPA’s proposed regulations to implement Section 328 contain a detailed history of DOI 
rulemaking activity under the OCSLA, Including interaction between EPA and DOI during the 
1 980s regarding accounting for the impact of OCS emissions onshore. See 56 Fed. Reg, 63,774, 
63,775-7 (December 5, 1991). 
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this effort short. While DOI regulations and primary regulatory authority remained in place in 
the Western Gulf of Mexico, where the large bulk of offshore drilling activity had historically 
taken place (and continue to give DOI a role in air quality regulation in all OCS areas) the 1990 
CAAA granted ERA primary authority with respect to all other offshore areas of the United 
States. It is notable that, unlike other existing CAA programs that were amended or expanded 
within the context of the 1990 CAAA, EPA authority in this area was entirely new. 


II. CAA Regulations Affecting OCS 


In late 1991, acting under its new CAA authority, EPA proposed OCS regulations. The 
Agency finalized the regulations in 1992, "making the regulations one of the first actions that 
EPA took following enactment of the 1990 CAAA.'^ The regulations provide procedures for 
implementing and enforcing CAA standards, specifically NAAQS and the Prevention of 
Significant Deterioration (“PSD”) requirements. 


In this regard, NAAQS currently exist for six ambient air pollutants - ozone, particulate 
matter, nitrogen dioxide, sulfur dioxide, carbon monoxide and lead. NAAQS are established 


" 57 Fed. Reg. 40,794 (September 4, 1992). 

As noted in the 1995 report by the Congressional Research Service, “It has been estimated that 
the Clean Air Act Amendments of 1990 required EPA (sometimes in conjunction with other 
agencies) to issue some 175 new regulations, write more than 30 guidance documents, conduct 
some 50 research efforts, prepare 25 reports to Congress, and create 7 panels. This involves 
reviewing and revising many existing rules and guidelines as well as developing new programs 
for which notices, new rules, and guidelines will be needed. Despite increases in EPA’s budget 
for CAA implementation, the adjustment period following passage of the 1990 amendments was 
slow. Many actions were delayed while the Agency hired new staff and adapted to the ambitious 
pace of the new rulemaking schedule. Early delays ultimately affected the Agency's ability to 
conduct its business according to statutory schedules.” Implementing the Clean Air Act 
Amendments of 1990: Where Are We Now? CRS Report 95-234 (January 30, 1995). 
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through a process provided for in CAA sections 108 and 109, “Primary” NAAQS are to set a 
level that is requisite to protect public health; “secondary” NAAQS are to be established at a 
level requisite to protect the public welfare.'^ The CAA provides for review and assessment of 
NAAQS every 5 years; States are primarily responsible for their implementation and must 
develop detailed SlPs which can both demonstrate attainment of the standards by applicable 
deadlines and the state’s legal ability and plans on how it will reach attainment. 

The PSD program requires that new and certain modified sources obtain preconstruction 
permits; a permit is required before the source can commence construction or a major 
modification of a facility. PSD also requires that certain analysis be conducted with respect to 
the air quality impact of a source and that a public hearing be held with the opportunity for 
comment. With respect to the control requirements that are applicable to a source that “triggers” 
PSD, CAA section 165(a)(4) provides that a proposed facility is subject to “best available control 
technology” (“BACT”). Under several Agency guidance documents, BACT has been applied on 
a case-by-case basis by various permitting agencies, based on a “top-down” assessment of 
available technology. 

The task in front of EPA in 1991 and 1 992 - and indeed today - is how such CAA 
NAAQS and PSD requirements, borne of a concern to address localized and regional air 
pollution, should be interpreted in the context of CAA section 328. Various DCS sources, 
including drilling ships and other vessels, may operate only sporadically off the U.S. coastline 
intermittently as stationary sources. Unlike stationary sources, drilling ships involved in 

“Public welfare” is separately defined in the CAA under section 302(h) (42 U.S.C. § 7602(h)) 
and is to include effects on soils, water, crops, vegetation and many other parameters. 
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exploration activities may shift locations and operate in areas like the Arctic which seriously 
constrain the amount of time they may remain in one location. 

To a certain extent, current HPA regulations recognize this difference. EPA’s OCS 
regulations provide that, “in implementing, enforcing and revising [the OCS rule] and in 
delegating authority hereunder, the Administrator will ensure that there is a rational relationship 
to the attainment and maintenance of Federal and State ambient air quality standards and the 
requirements of [the PSD program], and that the rule is not used for the purpose of preventing 
exploration and development of the OCS." (Emphasis added). Thus, at least with reference to its 
statutory authority and the scope of its regulatory authority, EPA has adopted the posture that 
CAA requirements need to be considered in the context of exploration and development of the 
OCS, In addition, it should be noted that the logical, natural and historic focus on NAAQS and 
PSD is with respect to land-based sources and ambient air quality. This supports the 
interpretation that the focus on OCS requirements is onshore, i.e., that onshore air quality 
represents a “rational relationship” between OCS sources and attaining and maintaining air 
quality standards. 

Apart from the statement of scope and purpose, EPA’s OCS regulations serve to “flesh 
out” the requirements established by enactment of CAA section 238. The regulations provide 
definitions for an “OCS source,” contain requirements for the submittal of a “Notice of Intent” 
prior to the submittal of an application for a preconstruction permit, provide a process for 
defining relevant onshore areas, contain requirements relating to permit applications and the 
administrative procedures used to consider such applications, contain provisions for the 
delegation of authority from the Administrator to implement the OCS permitting requirements, 
include separate requirements for sources located within 25 miles of a State shoreline and those 
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outside of this distance, contain provisions for the exemptions of sources and address CAA offset 
requirements, monitoring and reporting requirements, enforcement provisions and fee 
requirements.''' The regulations also reference state requirements for application of 
requirements within 25 miles of a state’s boundaries and list state and local requirements 
incorporated by reference. 

111. EPA Mobile Source Regulations 

When considering drilling activities on the OCS, it is also relevant to consider that EPA 
regulates emissions from mobile sources, using authority that Congress conveyed to the Agency 
in Title II of the CAA. Under the CAA, EPA has authority with respect to “nonroad” engines 
and vehicles. The CAA defines a “nonroad vehicle” quite simply as a vehicle powered by a 
nonroad engine that is not a motor vehicle (i.e., a vehicle that is self-propelled and designed for 
street or highway use).'^ Thus, marine vessels, locomotives and other non-highway vehicles are 
considered to be “nonroad” vehicles subject to EPA’s authority to establish regulations under 
CAA section 213. Under this section, nonroad standards arc to provide for the “greatest degree 
of emission reduction achievable through the application of technology which the Administrator 
determines will be available . . . giving appropriate consideration to the cost of apply such 
technology within the period of time available to manufacturers and to noise, energy, and safety 
factors associated with the application of such technology.” 


Outer Continental Shelf Regulations can be found at 40 C.F.R. § 55.1-15. 
CAA section 216 (2) and (lOHl I), 
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Using this authority and other Title II authorities (most particularly those authorities 
related to fuel), EPA has developed several rounds of nonroad regulations focused on marine 
vessels since enactment of the 1 990 CAAA. EPA established standards for large ocean-going 
vessels at or above 30 liters per cylinder displacement (called “Category 3” vessels) through final 
regulations in 2003 and 2010.'® These regulations will require an 80 percent reduction in 
emissions of nitrogen oxides (NOx) in 2016 through the use of engine controls and requirements 
to utilize lower sulfur fuel in U.S. waters.'^ The standards will apply to newly built engines in 
201 1 and contain more aggressive longer-term standards that require the use of selective 
catalytic reduction units in 2016. 

Smaller vessels, known as “Category 1“ and “Category 2” vessels were addressed in 13PA 
regulations promulgated in 2008.'* These engines range in size from 800 to 1 1,000 horsepow'er 
and generally include vessels like tugboats, supply vessels, fishing vessels and commercial 
vessels in use in and around U.S. ports.'" The 2008 regulations apply to both newly 
manufactured engines and when engines are “remanufactured.” For larger marine engines of this 
type, EPA’s “pulled ahead” Tier 4 nitrogen dioxide (“NOx”) standards by two years, making the 
regulations effective in 2014. The same vessels were previously subject to regulations EPA 
promulgated in 1999, standards which EPA described as “requiring substantial reduction in 


68 Fed. Reg, 9,745 (February 28, 2003) and 75 Fed. Reg. 22,896 (April 30, 2010). 

' " The regulations impose requirements for the use of 1 ,000 part per million (“ppm”) sulfur 
diesel. This fuel requirement can represent over a 95% reduction in the sulfur content of fuel 
currently in use. 

'* 73 Fed. Reg. 25,098 (May 6, 2008). 

Recreational vessels were addressed in a separate rulemaking. See 67 Fed. Reg. 68,242 
(November 8, 2002). 
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oxides of nitrogen and particulate matter emissions to correspond with the next round of 
emissions for comparable land-based engines.”^'* 

In general, EPA’s approach to mobile source regulation has been sequenced with respect 
to both emission control technology and the time necessary to change fuel specifications. EPA 
has generally focused on the cost-effectiveness and availability' of engine control technologies 
within various classes of on-road highway and non-road vehicles and has tended to start with the 
largest categories of emissions first, implementing additional standards over time to address 
smaller categories. For example, the Agency established final heavy-duty diesel truck standards 
in 2001, followed by comparable standards for nonroad vehicles and equipment in 2004, The 
Agency has also linked fuel standards with the promulgation and pha.se-in of newer on-road and 
nonroad equipment, phasing out higher sulfur diesel fuel in a timeframe when newer equipment 
is entering the marketplace. 

With respect to marine vessels, the Agency explained this focus in the 2010 Category 3 
rulemaking stating that; 

Our coordinated strategy for ocean-going vessels, including the emission 
standards finalized in this action under the Clean Air Act, continues EPA’s 
program to progressively apply advanced aftertreatment emission control 
standards to diesel engines and reflects the evolution of this technology from 
the largest inventory source (highway engines), to land-based nonroad engines, 
to locomotives and marine diesel engines up to 30 liters per cylinder. The 

“ 64 Fed. Reg. 73,300 (December 29, 1999). 
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results of these forerunner programs are dramatic reductions in NOx and PM 2 5 
emissions on the order of 80 to 90 percent, which will lead to significant 
improvements in national air quality.*' 

In addition to regulatory controls on engines and fuels under the CAA, EPA has also 
pursued actions to create NO* and fuel sulfur control areas off the coasts of the United States as 
part of the International Convention for the Prevention of Pollution from Ship (MARPOL Annex 
IV). Under this convention, the United States and Canada submitted a proposal to the 
International Maritime Organization (“IMO”) for the designation of an emission control area off 
the coastline of each country. The IMO amended the convention on March 26, 2010, to 
effectuate the designation. 

Altogether then, it is clear that since Congress last acted to amend the CAA and include 
specific provisions addressing drill ship exploration and emissions from service vessels in CAA 
section 328, EPA has taken a number of substantial steps to reduce the emissions from ves,sels 
over which it has jurisdiction. With respect to vessels that may be flagged in other countries but 
operate in U.S. waters, the United States has also been an active participant in the MARPOL 
Annex IV process. Both actions create a substantially different regulatory environment for 
marine vessels and the fuel consumed by thc.so vessels than the one Congress sought to address 
in 1990. 


75 Fed. Reg. at 22,898. 
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IV. Discussion Draft 

The Discussion Draft that is the subject of today’s hearing is essentially a "cut and bite’' 
amendment of the existing CAA section 328 provisions. The legislation has three substantive 
sections affecting air quality measurement, the definition of an OCS source and finalization of 
Agency action with respect to OCS permit applications. 

A. Air Quality Measurement 

The Discussion Draft adds the specification that the air quality impact of an OCS source 
will be measured with respect to the corresponding onshore area. My interpretation is that this 
legislative language is consistent with the legislative history ofthe CAA cited above, in essence, 
the provision clarifies and makes more explicit the fact that Congress, in enacting CAA section 
328, was primarily concerned with the impact of OCS sources on the ability of onshore areas to 
attain and maintain NAAQS standards. 

In this regard, it should also be recognized that the CAA provides that primary NAAQS 
are to be designed to protect “public health.’" As ERA has noted, the NAAQS statutory 
framework does not require that a NAAQS be set at a level of zero risk, or be focused on the 
impact of an air pollutant on sensitive individuals. Instead, the CAA requires NAAQS to be set 
at a “level that reduces risk sufficient so as to protect public health with an adequate margin of 
safety.’’^* Consistent with the focus of the OCS requirements on NAAQS (and the protection of 
NAAQS attainment and maintenance through application of the PSD program) it seems not to be 
a stretch of logic to observe that the general public overwhelming lives and resides onshore. 

See for example, 73 Fed. Reg. 66,965, 66,966 (November 12, 2008). 
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B. OCS Source 

This section of the legislation contains two different elements. First, the section provides 
that although direct emissions of vessels servicing an OCS sources and operating within 25 miles 
of the OCS source (“associated vessels”) shall be “counted” w'ith respect to the assessment of the 
air quality impact of the OCS source, such vessels when engaged in such activity will not be 
regulated as stationary sources under the PSD program. Second, the section defines (for 
platform and drilling ship exploration) specifically when an OCS source is established and when 
it ceases to exist. 

With regard to the first matter, it appears clear from the Congressional consideration of 
this measure and from EPA’s interpretation of section 328 that the focus of the section was to 
prevent OCS sources from “escaping” CAA regulation by virtue of their offshore location and 
thereby adversely affecting onshore air quality. This interpretation is supported by the context 
that led up to the enactment of the section. EPA specifically cited the experience in California in 
proposing its regulations. The agency stated that California’s consideration of OCS involved “a 
confrontational atmosphere in which the onshore community felt that OCS activity was 
encouraged at the expense of air quality or economic growth onshore.”^^ Thus, CAA section 
328 attempted to provide for corresponding regulation of OCS sources based on their “status” as 
stationary sources (albeit in the case of exploration activities, temporary sources). To this end, 

56 Fed, Reg. at 63,775. EPA also noted that it “intends that the proposed OCS rule W'ill result 
in a more orderly, less burdensome system of air quality permitting for OCS sources. This 
certainty may speed up the permitting process, which may reduce costs in some instances, 
particularly offsetting the additional costs associated with the rule’s more stringent requirements 
for controls and offset. The proposed rule thus should result in a more stable regulatory 
atmosphere, allowing companies to plan with greater certainty the amount of time needed to 
obtain necessary permits to begin construction and operation of OCS sources.” Id. 
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CAA section 328 provides that for sources within 25 miles of a state boundary, the requirements 
on the OCS source are “the same as requirements that would be applicable if the source were 
located in the corresponding onshore area (“COA”).”’'' The Discussion Draft would serve to 
further codify this treatment and provide a bright line direction to EPA and state and local 
permitting authorities with regard to the scope of the BACT review for an OCS source. 

The position taken by the legislation is straightforward. That is, just as a truck w'hich 
drops off or picks up supplies from a factory onshore docs not become stationary source by 
virtue of this activity, the Discussion Draft provides that neither should marine vessels be 
regulated as a stationary source by virtue of supplying or servicing an OCS source. Both the 
truck and the marine vessel do not escape regulation under the CAA - they are both subject to 
the provisions of Title II as outlined above - but the Discussion Draft makes it clear that they do 
not incur additional CAA regulation simply by the use to which they are put. 

The second part of the OCS source provision is to create a test when an OCS source is 
established and how long it is deemed to exist for purposes of regulating its emissions as a 
stationary source rather than as a marine vessel. In this regard, the legislation addresses the 
unique circumstances that are attendant to offshore exploration activities. A drill ship or a 
platform may move from location to location. Effectively, under the legislation, CAA stationary 
source requirements would apply only during the time that the ship or platform is engaging in the 
type of activity which makes it “similar” to a stationary source, i.e., when it is conducting actual 
drilling activity. 


56 Fed. Reg. at 63,774. 
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C. Permit Application 

This provision of the legislation would add a new subsection to CAA section 328 to 
address when final agency action on an OCS permit application is required. The provision also 
provides that OCS permits will be treated on the same basis as nationally applicable regulations 
for purposes of judicial review. This would mean that petitions for judicial review of an OCS 
permit would be centralized for consistency in the United States Court of Appeals for the District 
of Columbia. 1’he legislation further provides that additional administrative review or 
adjudication of an OCS permit is not allowed after such six-month period for final agency action 
unless an applicant files a petition for reconsideration, presumably on the basis that final agency 
action resulted in denial of a permit or other unfavorable action. 

Under section 4 of the Discussion Draft, BPA is allowed 6 months to take action with 
respect to an OCS permit after the filing of a “completed application.” In effect, this allows the 
Agency less time than is required under the CAA for other PSD permits.^'’’ However, the 
provision applies solely to an “OCS source” as defined within section 328 of the CAA. Thus, 


CAA section 165(c) provides that a completed permit application “shall be granted or denied 
not later than one year after the date of filing of such completed application.” EPA has taken the 
position in litigation, however, that the one-year deadline in the CAA applies only with respect 
to the actions of the Administrator’s “delegate” to make a final permit decision (e.g. the decision 
of a Regional Administrator with respect to a completed permit application). Under current 
regulations, an entity cannot begin construction under such a decision until 30 days have passed 
during which time appeals may be made to the Environmental Appeals Board — a part of EPA — 
by any person who commented on a permit or participated in a public hearing on the permit. 
Under this process, EPA considers that a permit is not final agency action until the EAB process 
is complete. Specifically, EPA has stated that a permit decision “becomes final agency action 
for purposes of appeal to a federal court of appeals only after the administrative appeal process is 
exhausted.” Defendant’s Response to Plaintiffs Supplemental Brief Regarding Remedy, Avenal 
Power Center, LLC v. EPA, United States District Court for the District of Columbia (filed 
3/1/201 1) at 14. This can result in substantial delays in receiving a “final” permit. 
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the provision reflects a policy decision that CAA permitting of OCS sources be streamlined and 
that Agency resources be devoted to ensuring that completed applications can be promptly acted 
on by EPA. 

V. Conclusion 

1 appreciate the opportunity to testify before the Subcommittee on this important issue. 

On the whole, my assessment of the Discussion Draft is that it will serve the purposes that EPA 
originally outlined for its OCS regulations 20 years ago. That is, the legislation will apply CAA 
requirements to OCS sources in a clear fashion which recognizes the need for “a more orderly, 
less burdensome system of air quality permitting for OCS sources.” The legislation would also 
clarify that OCS activities that comply with CAA requirements are a national priority and that air 
quality impacts of OCS sources should be promptly assessed and addressed within enforceable 
permits. Additionally, the legislation would reflect the fact that EPA has acted over the last 20 
years to aggressively regulate marine diesel emissions from all categories of vessels, thus 
addressing some of the concerns that prompted the original enactment of CAA section 328. 
Finally, the judicial review provisions of the legislation would help to ensure that interpretation 
of relevant CAA requirements is consistently applied across the country in offshore areas that are 
subject to EPA authority. 
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Mr. Whitfield. I want to thank you, Mr. Meyers, and thank all 
of you for your testimony. 

Mr. Lawrence, what was the date that you all signed for this 
lease? What day did you acquire this lease? 

Mr. Lawrence. We have had multiple lease sales. The first one 
was in 2005. We had a subsequent one in 2007 and then subse- 
quently in 2008. And that was the big one in the Chukchi. At that, 
Mr. Chairman, we bid record amounts, $2 billion, and we did that 
because what we saw is the tremendous resource potential. 

Mr. Whitfield. Now, if you had this air permit issued tomorrow, 
what would be the time frame for you to start production of oil? 

Mr. Lawrence. At this point in time, we would be looking at 
something that would start probably in the middle of the next dec- 
ade. And I point that out for the following reasons. If we had been 
allowed to begin at the time that we thought we would start when 
we received these permits, we had hoped to start at the early part 
of the next decade or even in this decade. 

Mr. Whitfield. And if you had the air permit tomorrow, how 
many additional permits would you have to have before you could 
start production? 

Mr. Lawrence. We currently worked right now with 35 permits 
to be able to work through this, so there is a large amount of co- 
ordination between different agencies to be able to do that. We 
have made satisfactory progress on most of those permits, and we 
expect that we will be able to work through those. However, there 
is always a chance that some of those may not come through. 

Mr. Whitfield. But you need a total of 35 permits? 

Mr. Lawrence. Thirty-five permits to be able to drill. 

Mr. Whitfield. Now, it is my understanding, Mr. Meyers or 
someone on the panel, that this EAB board is not really in the 
Clean Air statute but was simply created by one of the administra- 
tors of EPA. Is that correct? 

Mr. Lawrence. That is correct. It was created under regulations 
issued by EPA. It is, in fact, a part of EPA. And so it is a regu- 
latory creation. 

Mr. Whitfield. OK. Now, Mr. Meyers, would you be able to ex- 
plain the primary differences between the criteria to issue a permit 
by the Department of Interior for OCS production and the EPA 
process? 

Mr. Meyers. Well, the current regulations that DOT apply to re- 
quire under 1334(a)(8) I believe of the regulations that the DOT 
apply national ambient air quality standards. With regard to how 
EPA addresses it, they are acting under authority under 328. And 
effectively under 328, what they are doing is applying other parts 
of the act. 

If I might parenthetically assert here, I don’t read the legislation 
to exempt the sources from the Clean Air Act. The legislation effec- 
tively interprets certain provisions within 328 but it doesn’t exempt 
the OCS source from PSD BACT review. That is maintained. 

Mr. Whitfield. OK. Ms. Ahtuangaruak, you had mentioned in 
your testimony that you oppose this legislation. And what par- 
ticular part do you object to? 

Ms. Ahtuangaruak. The exemptions to industry to allow them 
to increase the pollutions in our area is that. And also the push to 
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allow industry to move forward with their process for bringing con- 
cerns into the right process where we would be limited as local citi- 
zens. 

Mr. Whitfield. But the exemptions — and Mr. Meyers, you said 
there are no exemptions, is that correct? 

Mr. Meyers. No, it doesn’t exempt OCS sources from PSD BACT 
review. 

Mr. Whitfield. OK. 

Mr. Grafe. Mr. Chairman, I have an opinion. 

Mr. Whitfield. Yes, Mr. Grafe? 

Mr. Grafe. Thank you very much. As Mr. Meyers said 

Mr. Whitfield. Move your mike. 

Mr. Grafe. As Mr. Meyers said, the provision would still regu- 
late and apply PSD to the OCS source, which you would define as 
the drillship which produces maybe 2 percent of the pollution from 
Arctic offshore drilling. Most of the pollution from Arctic offshore 
drilling comes from the associated vessels, which this particular 
piece of legislation seeks to exempt from the application and best 
available control technology and other PSD requirements, as I 
think 

Mr. Whitfield. Do you agree with that, Mr. Meyers? 

Mr. Meyers. They never were included under BACT. They are 
mobile sources. Title II of the act regulates mobile sources. Marine 
vessels are non-road sources as I point out in my testimony, I 
think, this interpretation of the Clean Air Act to say that BACT 
applies to a mobile source. 

Mr. Whitfield. OK. 

Mr. Grafe. Your Honor, may I respond? 

Mr. Whitfield. Yes. 

Mr. Grafe. The Section 328 when it was passed directed that the 
PSD program be applied to OCS sources and has written when it 
passed, it said apply PSD and BACT to OCS sources direct emis- 
sions from the associated vessels like icebreakers are direct emis- 
sions from the OCS source. It would seem odd to determine that, 
you know, from a policy perspective to look at those emissions 
when you are determining, well, does the PSD program apply? 

Mr. Whitfield. My time has expired, but I am assuming you 
would disagree with that, Mr. Meyers, but just say yes or no. 

Mr. Meyers. Absolutely. 

Mr. Whitfield. OK. We will meet afterwards and we will get 
you two together and we will talk about it. 

Mr. Rush, you are recognized for 5 minutes. 

Mr. Rush. Mr. Chairman, I might, if I could, remind the com- 
mittee that this is a Shell operation and the matter that these wit- 
nesses are discussing, and it is important that we get the environ- 
mental and public health protection right in this instance. 

And Mr. Chairman, I want to remind you and other members, 
especially my Republican friends that might just don’t make it 
right. This bill is designed to help 1 company commence to drill but 
standards set by this committee would apply to all future offshore 
projects in the Arctic as well. And Mr. Chairman, I want to again 
reiterate my concern that if the EPA had been here today as a wit- 
ness to describe how this bill would affect public health and the en- 
vironment over the long-term as more oil companies are attempting 
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to drill in the delicate Arctic ecosystem, then we might be further 
along and we might be able to get this right. 

My question is directed to Mr. Grafe. Mr. Grafe, can you speak 
to the cumulative health impacts of offshore oil and gas drilling as 
more companies enter the Arctic waters? 

Mr. Grafe. Yes, thank you. Shell is the first one that would be 
out there, and its pollution alone was significant and taking up 
very high, up to 70, 80 percent of the allowable increments that 
you are allowed to sort of add air pollution into the air. And that 
is just one operator, and there are other operators who have an- 
nounced plans to attempt to get drilling permits starting soon. And 
so it is a big problem because one operator is taking up all the 
space and polluting a whole lot, and as more come, there will be 
much more pollution. 

Mr. Rush. Ms. Ahtuangaruak, can you talk about some of the 
impacts that you have seen regarding climate change and air pollu- 
tion on the ground in the Arctic region? 

Ms. Ahtuangaruak. We are definitely seeing some changes to 
the Arctic. For us one of the important concerns is whether or not 
the caribou are going to cross the rivers to get to the calving 
grounds, whether or not there is going to be appropriate growth of 
vegetation for the calves that are going to help with their survival 
rates and their health, whether or not there is enough insects that 
are produced for the birds when they migrate up for their new 
growth of their young ones, whether or not there is adequate ice 
for us to go out and do our traditional cultural activities, under-ice 
fishing. If we don’t have the ice forming the way it is supposed to, 
we may not get the fish when we want to get them when they are 
available to us when we can get like before the eggs hatch, those 
kinds of things; whether or not we are going to have the platforms 
to bring the whale up onto the ice. Those are all very important 
concerns. Whether or not we are going to have ice on the shore dur- 
ing the fall storms, those things effect erosion rates along the coast 
tremendously and it has already caused tremendous problems. 

The increased rains are affecting us. We are having tremendous 
amounts of erosion, especially on the Colville River. There are 
areas that I have seen over 500 feet eroded in just a few years. It 
affects the air in general, they way that the particles are in the air, 
how it affects us and our health. Some of these things have not 
been well studied. The particulates in our environment are most of 
the studies are at 70 degrees. We don’t have many days at that 
temperature. 

There is a lot of effects that go there. For health concerns, as a 
health aide when I started, I was taught by our people what is nor- 
mal. I didn’t used to hear a lot of wheezing in patients. I had one 
person who used an inhaler, but as I continued to work and further 
my education, I started counting these things. When I came back 
from PA school, there were 35 people that were having to use medi- 
cations. 

Mr. Rush. Thank you so very much. We are getting the picture. 
I want to move on because my time is winding down. 

Mr. Grafe, the question is are you opposed to any drilling in the 
Arctic region and is there any satisfactory level of controls and pro- 
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tection that will satisfy you in terms of drilling in the Arctic region 
at all? 

Mr. Grafe. We are not against drilling in the Arctic region. We 
are for the application of environmental laws to that drilling to pro- 
tect human health and to protect the natural wildlife resources of 
the region. 

Mr. Rush. Mr. Chairman, I yield back. 

Mr. Whitfield. Mr. Shimkus, you are recognized for 5 minutes. 

Mr. Shimkus. Thank you, Mr. Chairman. Press reports indicate 
that Administrator Jackson is coming to the Hill to speak to Rob 
Andrews, a Democrat from New Jersey. We sure would have loved 
to have her at this hearing. She is also meeting with Southern 
Company CEO today in the D.C. area, so I think it just goes back 
to the debate that I think EPA is dodging the hearing and not com- 
ing. And let us just put that back on the table as we talk about 
why EPA is not here. 

Does anyone believe that shutting down TAPS is a good idea? 
Mr. Sullivan, yes or no? 

Mr. Sullivan. Absolutely not, sir. 

Mr. Shimkus. OK. Mr. Lawrence? 

Mr. Lawrence. No. 

Mr. Shimkus. Ms. Ahtuangaruak? 

Ms. Ahtuangaruak. No. 

Mr. Shimkus. So you don’t think shutting down TAPS would be 
a good idea? 

Ms. Ahtuangaruak. There is a lot of people that require these 
jobs. 

Mr. Shimkus. OK, great. Thank you. Mr. Glenn? 

Mr. Glenn. No. 

Mr. Shimkus. Mr. Goldsmith? 

Mr. Goldsmith. No, it would be devastating for the economy. 

Mr. Shimkus. Mr. Grafe? 

Mr. Grafe. No, it would be bad for the economy for Alaska 

Mr. Shimkus. Great. 

Mr. Graee [continuing]. But we need to 

Mr. Shimkus. Mr. Meyers? 

Mr. Meyers. No. 

Mr. Shimkus. So everyone agrees that TAPS is a very impor- 
tant — and if you all were here for the opening statements I have 
a brief connection because my father-in-law — who is deceased — 
worked on it. So one of the great migration up there for benefit of 
a better life. 

But TAPS is challenged, is it not, Mr. Sullivan? 

Mr. Sullivan. Yes, sir, principally because of the lower through- 
put. 

Mr. Shimkus. And what happens? What happens if you continue 
to have lower throughput? 

Mr. Sullivan. Well, at lower rates of throughput, the velocity is 
slower, the temperature of the oil is slower, and what it does, it 
creates more technical problems. 

Mr. Shimkus. Like what? 

Mr. Sullivan. Like the possibility of leaks but also the possi- 
bility of, as we experienced this winter, we had a shutdown that. 
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to be honest, was quite a dicey situation. It was shut down for 5 
days in the middle of a very cold Alaska winter. 

Mr. Shimkus. What does that mean? We don’t really understand 
cold until you talk about Alaskan cold. 

Mr. Sullivan. Oh, there were spots on the pipeline route that 
were down to 35, 40 below 0. 

Mr. Shimkus. So you need the flow to keep it warm enough so 
that it doesn’t crack? 

Mr. Sullivan. So it doesn’t crack, so you don’t have technological 
challenges, and when it is lower throughput, you have water that 
drops out, you have wax buildup. So there is a number of things 
that the State is doing that the private sector is doing to address 
those, but the number one way to address the technical challenge 
and environmental risks that come with lower throughput is to ac- 
tually increase throughput. 

Mr. Shimkus. Increase throughput. 

Mr. Sullivan. Which is what we are focused on. 

Mr. Shimkus. Yes, Mr. Goldsmith, can you talk about — being 
from the University of Alaska — the economic impact of shutdown 
of TAPS? 

Mr. Goldsmith. It would be devastating because it would in one 
swoop knock out about 1/3 of the total jobs for the economy, those 
jobs associated with activity on the North Slope production 

Mr. Shimkus. So we need more supply to keep TAPS operating? 

Mr. Goldsmith. Exactly. 

Mr. Shimkus. It is critical. 

Mr. Goldsmith. And it would also devastate Alaska’s revenue 
picture because we get about 90 percent of our revenues from 

Mr. Shimkus. Mr. Glenn, and of course we are also challenged 
at understanding this great area that you represent and have a 
title of executive vice — what is your 

Mr. Glenn. Vice President of Lands and Natural Resources 

Mr. Shimkus. So what does that mean? I mean in common termi- 
nology when we have governors and we have councilmen and we 
have counties, what is it? Is that a hired position? Is it an elected 
position? 

Mr. Glenn. We were created by Congress. We were created to re- 
solve the issues of claims of aboriginal title and to avoid the mis- 
takes, perhaps, of the lower 48 Native Americans. So they created 
these 12 land-based corporations. So we are not a fact of Congress 
but we have imbued our regional corporation with the values of our 
people. We are owned by the Inupiat Eskimos who live in Northern 
Alaska. 

Mr. Shimkus. So is it safe to say that your being present here 
today is representing those tribal areas 

Mr. Glenn. Yes. 

Mr. Shimkus [continuing]. And the unity of the 

Mr. Glenn. I am speaking for the residents of the North Slope 
and I am speaking as someone who is currently employed by this 
regional corporation but who also has been employed and worked 
with our local home-rule municipality, which depends on industry 
in its region for its tax base. 

Mr. Shimkus. Do citizens in Alaska still get a check based upon 
oil production in Alaska across the board? 



449 


Mr. Glenn. You get a permanent fund distribution annually. 

Mr. Shimkus. Every year? 

Mr. Glenn. Yes. 

Mr. Shimkus. An annual check? And has that amount gone up 
or gone down? Anyone know? 

Mr. Glenn. It fluctuates but I bet Dr. 

Mr. Goldsmith. Yes, last year it was $1,281 and it fluctuates be- 
tween 1,000 and 1,500. 

Mr. Shimkus. And what happens if TAPS shuts down? 

Mr. Goldsmith. That wouldn’t go away immediately, but it 
would disappear pretty quickly because the permanent fund would 
be needed for 

Mr. Shimkus. And I only have 26 seconds left. I really appreciate 
the testimony. It is really great. 

Mr. Meyers, I want to ask about this Environmental Appeals 
Board. Did we ever authorize it in this statute? 

Mr. Meyers. In the Clean Air Act, no. 

Mr. Shimkus. So the EPA did a permit and so a regulatory ap- 
peals board really denied it. That is the process, right? 

Mr. Meyers. No 

Mr. Shimkus. It is really the stationary debate and I will end on 
this because my time is up. Mr. Grafe, my point would be if you 
have refineries, a stationary source, we don’t regulate and include 
the emissions of trucks that go in and out of the refinery. And that 
is the debate of your position that tugboats going to and from the 
stationary source should be part of that calculation, and I would re- 
ject that. 

I yield back my time. 

Mr. Whitfield. The gentleman from California is recognized for 
5 minutes. 

Mr. Waxman. Thank you, Mr. Chairman. 

Under the Clean Air Act, EPA’s decision-making is deeply in- 
formed by the views of stakeholders. This is one of the Clean Air 
Act’s great strengths. We need to be very careful about changes in 
the act that may have the effect of reducing stakeholders’ ability 
to weigh in on Agency decisions. We often hear from industry as 
well as the public that they want EPA to consider their views and 
no one wants to go to court except as a last resort. 

In the case of Shell’s plan to drill offshore, many groups, includ- 
ing the Inupiat community in Alaska had serious concerns about 
the impact of Shell’s proposed operations on public health and the 
environment. They were able to petition the Environmental Ap- 
peals Board to review EPA’s decision to grant Shell an air permit. 
This bill that is before us would eliminate the right of concerned 
citizens as well as industry to petition the board for review. 

Mr. Grafe, can you describe the role of the Environmental Ap- 
peals Board plays in allowing Alaskans to participate in the per- 
mitting process? 

Mr. Grafe. Yes. The Environmental Appeals Board allows par- 
ticipation by Alaska citizens without having to file filing fees. They 
don’t need a lawyer. They can participate by phone. It accesses for 
them an ability to challenge permits if they have been participating 
in the administrative process. 
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Mr. Waxman. Well, I think that there is a lot to he said for al- 
lowing issues to be resolved administratively rather than forcing 
everybody to the court. The Environmental Appeals Board also has 
tremendous expertise because it considers all permit appeals. 

Mr. Meyers, you described the bill’s approach of requiring all ap- 
peals to go the D.C. circuit as “centralized for consistency.” Doesn’t 
the Environmental Appeals Board already provide such centraliza- 
tion and consistency? 

Mr. Meyers. I would agree it probably centralizes. I am not sure 
in terms of consistency. It does referencing other decisions. I think 
they have only been involved in this one decision. 

Mr. Waxman. In fact, under the bill, onshore drilling 
preconstruction permits would be reviewed by the Environmental 
Appeals Board while offshore drilling preconstruction permits 
would be reviewed by the D.C. circuit. The result is greater frag- 
mentation, not centralization. 

I want to point out about this appeals board, it was set up ad- 
ministratively under President Bush and it is consistent with the 
law that says the EPA can act administratively and the adminis- 
trator doesn’t have to be personally involved in every decision, so 
she can delegate it to this board. 

The bill does allow permit applicants, the oil companies, to file 
an administrative petition for reconsideration if they oppose an 
EPA permit decision. 

Mr. Lawrence, do you think it is fair to allow only oil companies 
and no one else to request administrative reconsideration of a per- 
mit? 

Mr. Lawrence. We actually welcome and comply and more than 
comply with the regulatory requirements that we have. We wel- 
come input to those decisions. The primary concern that we have 
is with the timing and the timeliness of those decisions. 

Mr. Waxman. Right. I think fairness means we provide the same 
procedural rights to all stakeholders, rather than providing special 
access only to favored parties, and it sounds like you don’t disagree 
with that point of view. 

Mr. Lawrence. When I look at what we have done through out 
consultative processes, we have consulted with more than 450 at 
more than 450 different times across 

Mr. Waxman. I am not talking about who you consult with. I am 
talking about who we 

Mr. Lawrence. And we would certainly support comments into 
an EPA process. 

Mr. Waxman. Ms. Ahtuangaruak, I am interested in your view 
about whether it makes sense to have Alaskans come to Wash- 
ington, D.C., to resolve local clean air issues. How long did it take 
you to travel here for today’s hearing? 

Ms. Ahtuangaruak. I started flying on Sunday night and I got 
here Monday afternoon about 4 o’clock. 

Mr. Waxman. Do you think it is appropriate to require Alaskans 
to come to Washington, D.C. 

Ms. Ahtuangaruak. It would be a great taxing effort for those 
that have respiratory difficulties to try to take that trip. Many of 
them would not be able to come down and provide testimony on 
their concerns. 
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Mr. Waxman. The bill would also exempt vessel servicing a 
drillship such as icebreakers and oil spill response vessels from 
having to install pollution controls. 

Mr. Grafe, what percentage of the pollution would this exempt 
from pollution controls and are there controls that could reasonably 
be applied to these vessels? 

Mr. Grafe. It would exempt up to 98 percent of the pollution 
from Arctic offshore drilling from those controls. And although I am 
not an expert in the technology of air pollution control, I believe 
there are controls like catalytic converters, et cetera, that could be 
put on those ships. 

Mr. Waxman. OK, thank you. I see my time has expired. Thank 
you, Mr. Chairman. 

Mr. Whitfield. Mr. Walden, you are recognized for 5 minutes. 

Mr. Walden. Thank you, Mr. Chairman. 

Mr. Meyers, where is the EAB located? 

Mr. Meyers. It is within EPA. 

Mr. Walden. Physically, is it here in Washington? 

Mr. Meyers. Yes. 

Mr. Walden. And so if somebody wants to come appear before 
or protest something, have a hearing, where do they have to come? 

Mr. Meyers. Well, I have not practiced before the EAB myself 

Mr. Walden. But it is here in Washington, right? 

Mr. Meyers. It is here in Washington, D.C. There was a ref- 
erence to allowing testimony by videoconferencing. I couldn’t testify 
to 

Mr. Walden. Which would make sense. 

Mr. Grafe. I can speak to that if you would like. 

Mr. Walden. Briefly. 

Mr. Grafe. You can call in. You don’t have to come. 

Mr. Walden. Yes. 

Mr. Grafe. You don’t need a lawyer and there are no filing fees 
so it is an easier access system for regular citizens. 

Mr. Walden. You don’t need a lawyer? 

Mr. Grafe. No, you don’t. 

Mr. Walden, l^at a wonderful place. 

Mr. Sullivan, first of all, thank you for your varied service to the 
country and to the State of Alaska. I spent my first year in college 
at Fairbanks in 1973, ’74, and traveled around Alaska. I have rel- 
atives up there. 

I want to ask you, you mentioned in your testimony lack of 
transparency, the administration’s federal lands policy, something 
my constituents in Eastern Oregon are very concerned about. Can 
you just very briefly talk to this new Wild Lands policy that has 
come out and the impact you see in Alaska? 

Mr. Sullivan. Yes, sir. That is just another good example. It is 
mentioned in the testimony but it is Department of Interior, as far 
as we can tell, internal guidance on possibly having federal lands 
take on the use of a wilderness designation without actually (a), 
being oKed by Congress, and even going through a regulatory proc- 
ess. And I will just very quickly mention one of the things that we 
have been trying to do is get input as a State 

Mr. Walden. Right. 
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Mr. Sullivan. — with the Federal Government. We have heen 
asking for input. We have been asking for a heads-up on all these 
different changes, these lists that I have put 

Mr. Walden. Right. 

Mr. Sullivan. In that particular instance, I had a meeting with 
a fairly senior Department of Interior official all about State of 
Alaska wants input on any major decisions, notice, oh yes, we are 
going to provide that. Within 12 hours after that meeting, they an- 
nounced the Wild Lands policy, which given that we are the largest 
holder of BLM lands is going to affect Alaska and possibly overturn 
what the NPRA is focused on, which is a congressional focus on re- 
source development. And we think they could try and change that 
through administrative FEA. 

Mr. Walden. We are already experiencing problems in the 
Northwest with power line sidings that now are having to be 
stopped and reviewed under this new Wild Lands policy to see if 
it really has to be treated as wilderness. 

Mr. Lawrence, what are your global competitors’ experiences 
with governments such as Norway, Russia, Greenland and Canada 
regarding how they allow drilling in the Arctic and how do your 
spill response capabilities compare to other companies in the Arctic 
region? 

Mr. Lawrence. Yes. Thanks very much. And it is not only our 
global competitors but ourselves. We are active in those areas also. 
If we look at our global competitors, there has just been significant 
discovery made offshore Norway. That was just announced last 
week in the Barents. There is significant activity offshore Russia 
in the Sakhalin area. We are part of that. There is significant ac- 
tivity offshore Greenland in a major lease sales and we are also 
part of that but the 

Mr. Walden. So what is your timing process going through their 
regulations and all? 

Mr. Lawrence. The timing processes are much expedited in 
places as diverse as Norway and Russia. 

Mr. Walden. So you are 5 years here. What are you running 
there? 

Mr. Lawrence. Years versus 5 years. 

Mr. Walden. How long? 

Mr. Lawrence. Years versus 5 years. 

Mr. Walden. All right. Dr. Goldsmith, I was actually on the 
Fairbanks campus, not the Anchorage campus. 

What effect would market certainty on Alaska OCS coming to 
full scale have on oil prices in the short- and long-term? See, we 
are back in kind of a speculation mode here I realize in the market. 
But there are projections long-term of oil being $120 a barrel. We 
will try it anyway. But $120 a barrel, I mean part of it is supply 
and demand, right? And that affects market price? 

Mr. Goldsmith. I think the major impacts would be on national 
security, on the balance of trade. I don’t think that it would have 
a significant effect on the price of oil because of the way the world 
market works. Saudi Arabia could just cut back by a million bar- 
rels a day. 
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Mr. Walden. You referenced in your testimony 35,000 jobs long- 
term. I think it was Mr. Lawrence said 50,000 jobs. I will take ei- 
ther of those numbers right now. But it is significant, right? 

Mr. Goldsmith. It is significant in the Alaska perspective, cer- 
tainly, yes. We are a small state and there are a large number of 
jobs and they are all very high-paying jobs. So they are important 
jobs. 

Mr. Walden. I thank all of you for your testimony. Thank you, 
Mr. Chairman. 

Mr. Whitfield. Thank you. Mrs. Capps, you are recognized for 
5 minutes. 

Mrs. Capps. Thank you, Mr. Chairman. I am going to begin by, 
unfortunately, expressing my frustration with this process. While 
I appreciate that this committee has invited witnesses from Alaska 
to testify, the potential effects of this legislation go well beyond 
that State. It is important for this subcommittee, I believe, to hear 
from EPA as well as other states affected, particularly California, 
about this legislation prior to marking it up. For that reason and 
others, I have to say that in its current form, I cannot support this 
draft bill. If enacted, it would result in significant increases in air 
pollution in Santa Barbara County, which I represent. At this point 
I would ask unanimous consent to enter a letter addressed to you 
from the County of Santa Barbara into the record. 

Mr. Whitfield. Without objection. 

[The information follows:] 
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JONI GRAY 

f-ounli DlsfrictCltaii- 

SALUBCARIJA.IAI. 

l-irstDi'^rict 

JANKTWOLr 

Secoi5d Dislrict 

DOREEN FARR 
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STEVE EAVACENINO 



BOARD OF SUPERVISORS 

Couiiiy Adininistralioit Building 
i05 iuLM Anapiur.u Street 
Santa Barbara. CA 93iUi 
I'clcphoiic: (805) 568-2190 
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COUNIT OF SANTA BARBARA 


TAX DATE: April 12, 2011 


The Honorable Lois Capps 
U.S. Mouse of Representatives 
2231 Rayburn House OiOce Building 
Washington, D.C. 205 1 5 

Dear Lois: 


1 have sent the attached letters to Chairman Whitfield and Ranking Minority Member 
Rush of the Energy & Commerce Subcommittee on Energy & Power to express the 
County of Santa Barbara's concern with provisions contained in the discussion draft of 
the Jobs and Energy Permitting Act that would weaken California State regulations 
limiting air pollution. 

Emissions from marine vessels represent the single largest source of smog forming air 
pollution in Santa Barbara County and account for over 40% of the air pollution 
emissions. It is very important to tlic allainment and maintenance of the air quality health 
standards that ail marine vessels plying the Santa Barbara Channel are subject to air 
quality regulations, which makes the provisions of tlie Jobs and Energy Permitting Act 
particularly troublesome. 

Please urge your colleagues that serve on this Committee (o address the concerns of the 
County of Santa Barbara regarding those provisions that would weaken air quality 
regulations that protect the health of local residents. 

Sincerely yours, 

Thomas P. Walters 
Washington Representative 


TPW:sbm 


Allachmenls 
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FAX DATE: April! 2. 20!! 

The Honorable Edward Whitfield, Chairman 
Energy and Power Stibcorntniltec 
Committee on Energy & Commerce 
U.S. Mouse of Represcnlalives 
2125 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Mr. Chairman; 

I am writing on behalf of the County of Santa Barbara to express its concern with provisions contained in 
the discussion draft of the Jobs and Energy Pcrrailling Act that would weaken California State regulations 
limiting air pollution. 

The Santa Barbara County Air Pollution Control District (SBAl’C'D) is concerned that provi.sions ofthc bill 
would loo.scn modeling of toxic risk .so that federal air quality siattdard.s would no longer protect coastal 
rcsidem.s from marine vessel emissions. The measure would also void applicability of the California State 
j larbor Crafi Regulations, which are designed to reduce diesel paniculate matter (PM), oxides of nitrogen 
(NOx), and reactive organic gases (ROG) from commercial harbor craft. Under this draft, -any vc.sscl 
scrviciijg a platform or otherwise associated with an OCS source (such as crew and supply boats), would be 
exempted frotn any emission control requirement as stipulated. Furthermore, provisions would sliorlen the 
period of time that emissions from exploratory activities arc considered to be stationary sources and. 
therefore, applicable to regulation. This time period would be limited to actual commencement and cessa' 
lion of drilling, so that emissions from set up and breakdown would no longer be taken into account. 
Finally, the bill would eliminate the cunent adjudicatory process exercised by the APCD’s hearing board. 

Emissions from marine vessels represent the single largest source of smog forming air pollution in Santa 
Barbara County and account for over 40% of the air pollution emissions. It is very important to the 
attainment and maintenance of the air quality health standards that all marine vessels plying the Santa 
Barbara Channel are subject to air quality regulations, wiiicii makes the provision.s of the Jobs and Energy 
Pcmiitling Act particularly troublesome. 

As your committee considers the Jobs and Energy Pcnniiiing Act Discussion Draft please addresses the 
concerns of the County of Santa Barbara regarding those provisions that would weaken air quality 
regulations that protect the health of local residents. 
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COUNTY OF SANTA BARBARA 
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'fltoina-s P. Walters 
Washington Representative 
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.TH: April ! 2. 2011 

The Honorable Bobby Rush 
Ranking Minorily Member 
linergy and Power Subconimitioc 
Coinniillce on h'ncrgy & Commerce 
U.S. House of Reprosenlatives 
2322A Rayburn House Office Building 
Washinglon, D.C. 20515 

Dear Congressman Rush: 

I am writing on behalf of the County of Santa Btirbara to express its concern with provisions contained in 
the discussion draft of the Jobs ami Energy Pcnnilling Act that would weaken California State regulations 
limiting air pollution. 

The Santa Barlrara County Air Pollution Control District (SBAPCD) is concerned that provisions of the bill 
would loosen modeling of toxic risk so that federal air quality standards would no longer protect coastal 
residertts from marine vc.ssel emissions. The measure would also void applicability of the California State 
Harbor Cnift Regulations, which arc designed to reduce diesel particukttc matter (PM), oxides of nitrogen 
(NOx), and reactive organic gases (ROG) from commercial harbor craft. Under this draft, any vessel 
servicing a platform or otherwise associated with an OCS source (such as crew and supply boats), would bo 
exempted from any omission control requirement a.s stipulated, rurthcrmorc, provisions w'ould .shorten the 
period of time that euilssions from exploratory aciivitic.s are considered to be stationary sources and, 
therefore, applicable to regulation. Thi.s time period would be limiled to actuttl cornrncncenicnt and cessa- 
tion of drilling, so that emissions from set up and breakdown would no longer be taken into account, 
riiially, (he bill would eliminate the current adjudicatoiy' process exercised by the APCD’s hearing board, 

Emissions Crom marine vessels represent the single largest source of smog forming air pollution in Santa 
Barbara County and account for over 40% of the air pollution emissions, ft is very important to the 
attainment ami maintenance of the air quality health standards that all marine vessels plying the Santa 
Barbara Channel arc subject to air quality regulations, which makes the provisions of the Jobs and Energy 
Permitting Act panicuhirly troublesome. 

As your committee considers the Jobs and Energy Permitting Act Discussion Draft please addresses the 
concerns of the Cotmty of Santa Barbara regarding those provisions that would weaken air quality 
rcgiilalion.s that protect the health of local residents. 



Sincerely yours, 

ly\j 


Ihomas P. Walters 
Washington Represenkitivc 


TPW;.sbm 
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Mrs. Capps. The letter expresses concerns with provisions con- 
tained in the discussion draft that would weaken California State 
regulations limiting air pollution. Thank you. 

Mr. Grafe, I want to thank you for your testimony. I thank all 
the witnesses for your testimony today. 

I represent California’s central coast in Congress. We are home 
to an active offshore oil and gas industry. Right now as I speak 
over 20 platforms are drilling in the Santa Barbara channel just 
a few miles off our coast. Those facilities emit air pollutants that 
are known carcinogens and cause respiratory problems. The facili- 
ties are also serviced and supported by marine vessels that release 
large amounts of air pollution. 

You write in your testimony that from 75 to 96 percent of the 
total of each regulated pollutant is emitted by support vessels in 
the Arctic. Are there no ways for the industry to control these 
emissions or are there, Mr. Grafe? 

Mr. Grafe. I think the technology exists that would be able to 
control those emissions if EPA applied them. 

Mrs. Capps. Is this technology readily available? 

Mr. Grafe. I believe it is, although I am not an expert on the 
technology. But I believe it is. 

Mrs. Capps. Would you agree with me that the draft bill would 
bar a permitting authority from requiring a company to apply those 
technologies in order to reduce pollution from these vessels? 

Mr. Grafe. I agree. 

Mrs. Capps. I am also concerned that the draft bill would bar the 
application of other clean air rules. For example, the California Air 
Resources Board has promulgated a harbor craft rule designed to 
help coastal areas come into attainment with ozone and particulate 
matter air quality standards. It appears that the proposed bill 
would exempt service and support vessels for OCS drilling oper- 
ations from the current harbor draft requirements. Would you 
agree with me that the proposed bill would help companies escape 
regulation of the harbor craft rule recently adopted by the Cali- 
fornia Air Resources Board? 

Mr. Grafe. Yes, I think it would. 

Mrs. Capps. Mr. Chairman, I think that speaks to the need, at 
least from this perspective, for an additional hearing on this draft 
bill so that we can get some other folks to enter into the discussion. 
I think we need to have use of officials from California on the 
record. I know that there are many that have already expressed 
their concern to me about what is being designed. 

You list in your testimony a variety of health problems associ- 
ated with the potential emissions from proposed offshore drilling. 
Santa Barbara County expects to realize significant air pollution 
reductions from service and support boats that serve the OCS drill- 
ing facilities as a result of the California Air Resources Board har- 
bor craft regulation — VOCs, 40 tons per year; particulate matter, 
8 tons per year; reactive organic compounds, 5 tons per year. 

So I am wondering if you would share with the committee some 
of the public health benefits that people living in my county or 
some similar folks that make their living in Santa Barbara Chan- 
nel like fisherman, which I am sure is going to be the same in 
Alaska as well to see as a result of these reductions? 
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Mr. Grafe. Lower rates of asthma, lower emergency room visits, 
et cetera. 

Mrs. Capps. Those are pretty big cost savings. It is important for 
a responsible regulation to occur, don’t you agree, for our service 
and support vessels associated with OCS development? 

Mr. Grafe. I agree and that is true of Santa Barbara. It is true 
in the Arctic even more so perhaps. 

Mrs. Capps. Emissions from marine vessels represent the single 
largest source of smog-forming air pollution in Santa Barbara 
County. They account for over 40 percent of the air pollution emis- 
sions. I think it is important to the attainment and maintenance 
of the air quality health standards that all marine vessels applying 
anywhere in my opinion but at least in the areas that I represent, 
Santa Barbara Channel, are subject to air quality regulations. 

And whatever time I have left, Ms. Ahtuangaruak, I thank you 
so much for your testimony, for traveling to Washington. I think 
it is important for the committee to know the personal stories of 
people, a person that you know who would be impacted by this 
draft bill on your community, because you are the ones who will 
bear the results of the regulations. 

Ms. Ahtuangaruak. We have many people that have developed 
respiratory distress. I have grandchildren that have asthma. One 
of them is living with me right now. Anything that affects the air 
for this child would be devastating. For us, having to send a child 
out of the community to receive care when we are in the villages, 
it takes the parent with them. It takes all the hats that they wear 
with them. So it takes not just the patient but the hats that the 
family wears with them. It costs a lot for us to leave the village. 
We don’t have many resources to help us while we are out there. 
We have minimal resources to obtain 

Mr. Whitfield. You can go on but just summarize quickly. 

Ms. Ahtuangaruak [continuing]. Assistance for our efforts to re- 
ceive healthcare. And it is very difficult. And it costs a lot. 

Mr. Whitfield. Thank you. 

Mrs. Capps. Thank you very much. 

Mr. Whitfield. Mr. Barton, you are recognized for 5 minutes. 

Mr. Barton. Thank you. My good friend from California just 
talked about 20 active drilling platforms off the coast of California 
I assume near her district or in her district. Mr. Sullivan, how 
many platforms would be drilling today in Alaska if you had gotten 
the permits that you asked for? 

Mr. Sullivan. Well, Representative Barton, I know that — and 
maybe Mr. Lawrence can speak to this more specifically, but I 
know that last summer there were at least 5 exploration wells that 
were going to be drilled by Shell. That would have been hundreds 
of jobs for Alaskans and 

Mr. Barton. Five for 4 months. Mr. Lawrence, is that a good 
number? 

Mr. Lawrence. Yes, that is correct. 

Mr. Barton. I think 5 is, what, 20 percent of 25 or 25 percent. 
Mr. Sullivan, in your opinion is there a true public health concern 
for the people of Alaska if five platforms drill 4 months a year? 

Mr. Sullivan. Mr. Barton, I am not a health expert, but I think 
that the answer in general is it would be minimal and I also think 
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that it is important to recognize — and maybe Mr. Glenn can speak 
to this — that on the North Slope, including leaders such as the 
mayor of the North Slope Borough who is the senior elected official 
up there, there is support for this exploration drilling. 

Mr. Barton. Mr. Lawrence, can you tell me if California is self- 
sufficient in oil production in terms of do they produce enough oil 
in California that is turned into gasoline to take care of all the cars 
and trucks that are in California? 

Mr. Lawrence. No. 

Mr. Barton. And to the extent they import oil, isn’t most of the 
oil they import, if it is domestically, isn’t it from Alaska? 

Mr. Lawrence. Much of the oil that comes to California is com- 
ing from Alaska and much of that is dependent on TAPS. 

Mr. Barton. Could you, Mr. Lawrence, compare your interaction 
with the EPA in Alaska to your interaction around the world with 
other national environmental agencies? 

Mr. Lawrence. I have had the privilege to be able to look for oil 
and gas around the world in my role as leading Shell’s exploration 
effort. This is perhaps the most difficult region I have ever been in 
in any country, in any location for working through the permitting 
process in Alaska. 

Mr. Barton. And how many billions of dollars has your company 
invested so far in these leases? 

Mr. Lawrence. We have spent over $2 billion on the leases. We 
have spent over $1.5 billion on exploratory activities, including 
science programs, including seismic programs, and including what 
we can do to develop this safety. 

Mr. Barton. And you had to be given the final permit to drill 
one well, right? 

Mr. Lawrence. In the time that I have waited to drill this one 
well in Alaska, I have drilled more than 400 wells, exploratory 
wells, worldwide. 

Mr. Barton. Mr. Meyers, you were general counsel for the mi- 
nority of this committee when we passed the Clean Air Act amend- 
ments back in 1990, isn’t that correct? 

Mr. Meyers. No, I was not general counsel at that point in time. 

Mr. Barton. You were on the Republican committee staff? 

Mr. Meyers. I was chief of staff to a member on the Conference 
Committee for the 1990 Clean Air Act amendments. 

Mr. Barton. So you were part of this, right? 

Mr. Meyers. I was a part of the discussions, yes. 

Mr. Barton. Do you have any recollection on this specific issue 
and those discussions? 

Mr. Meyers. Yes. 

Mr. Barton. Was it the intent, then, of those that — I was a jun- 
ior member so I was not a conferee but I was a member of the com- 
mittee. I certainly don’t have a recollection that the way EPA is 
acting today was our intent. Can you enlighten us if you have a 
recollection when we put these things into the law? 

Mr. Meyers. Well, I think my personal recollection is not, obvi- 
ously, part of the legislative history. When I looked at the legisla- 
tive history of this, it seemed to be centered primarily on the expe- 
rience of California, primarily on the experience of trying to ad- 
dress onshore air pollution, and trying to make sure that if some- 
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body onshore, a factory had installed something that was a sta- 
tionary source offshore would have to do something similar. That 
seems to be clearly what was intended. 

Mr. Barton. And my final question, Mr. Lawrence, can you have 
your staff compare the emissions of one of your drilling platforms 
to the emissions of a 747 airplane? 

Mr. Lawrence. Yes, we would be happy to provide that compari- 
son. 

Mr. Barton. Because my guess is that a 747 is going to have 
more emissions flying in and out of LAX than one drilling platform 
operating 4 months off the coast of Alaska. That is my guess but 
I could be wrong. 

With that I yield back. 

Mr. Whiteield. Thank you, Mr. Barton. Mr. Green, you are rec- 
ognized for 5 minutes. 

Mr. Green. Thank you, Mr. Chairman. Like my colleagues, I 
would like to express that we give EPA as much of advanced notice 
for these hearings simply because they need to be at the table and 
I would hope we would keep that reserve place that my colleague 
from Texas, Barton, mentioned that for the EPA administrator. 

Mr. Lawrence, first, congratulations. I have a district in Houston 
and I know Shell got one of the first actual drilling permits in the 
Gulf of Mexico, deepwater, and having a lot of Shell employees and 
refinery and chemical plant in our district, I was proud of that. I 
am glad the Agency is actually releasing more permits, not near as 
much as we need. 

But let me talk to you about Alaska because I have had the op- 
portunity to be in Alaska. I was actually on a drilling rig in the 
Cook Inlet Kenai Peninsula in the North Slope both as a state leg- 
islator and as a Member of Congress back in the ’90s. Let me ask 
you about this Environmental Appeals Board. EPA has twice 
issued permits and the Environmental Appeals Board has twice re- 
manded the permits citing inadequate analysis at the port. Critics 
of the bill say that the language transfers any authority of the per- 
mit decisions from the EAB to federal courts, which I have a local 
shareholder involvement. However, as far as I know — and it was 
made earlier — that the same location is here in Washington and so 
would be the federal court. And I know that may have been under 
a Republican administration that the EAB was created, but there 
seems to be a problem. Can you elaborate on the EPA does not 
issue a final order in bringing an issue to judicial review is ex- 
tremely difficult compared to what has been happening? 

Mr. Lawrence. Yes, I think the greatest challenge that we face 
is one of time. And to be clear, the drilling season in Alaska is at 
the most 4 months, from July 1 and it goes to at the latest October 
30. The permitting process and the reviews of that permitting proc- 
ess and that challenge typically can take longer than the time that 
that drilling window is open. And what that does is effectively 
every time it goes through one of these review processes that ex- 
tends beyond the time for the drilling window and causes delays 
for another year. It takes more than a year to plan the logistics to 
be able to drill a well in Alaska, to be able to do it safely, and that 
is what we are trying to do is to get out in front with enough clar- 
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ity, certainty to move forward in a timely manner and to have our 
investments follow that path. 

Mr. Green. OK. And I understand over 6 years and 1.5 billion 
and you cite Shell’s work multiple years, the 3-D seismograph col- 
lection, first of its kind, baseline science shallow hazard surveys, 
geotechnical programs, numerous social investment initiatives and 
hundreds of meetings with North Slope residents. Additionally, you 
have utilized unmanned aircraft and seabed listening devices and 
unmanned submarines to name a few. And I know I read Mr. 
Grafe’s grievances with the process, but all those things that Shell 
did, is that required in Norway or Denmark who has control of 
Greenland, or even Canada? 

Mr. Lawrence. We have done one of the most intensive prepara- 
tions for this program that we have done in any theater around the 
world. 

Mr. Green. OK. In my time left I want to get back to the inter- 
national issue because when we ran into the moratorium in the 
Gulf of Mexico, is said why don’t we just apply Norway standards 
because I have been to Norway. I know all our majors are there 
in Statoil, at least the last time we had a lease in the Gulf actually 
was the highest bidder for leases. And if Norway can drill in the 
Gulf and we can drill off Norway and they have, I understand, the 
gold standard, Norway, Russia, Greenland, and Canada are explor- 
ing the same thing. Can you talk in detail about how far they are 
along in developing new resources and the successes or failures you 
have had. 

Mr. Lawrence. Yes, I would just like to be clear. I think we have 
the gold standard here in the U.S. also and I think we operate to 
that gold standard and we 

Mr. Green. Is there anything different between our standard 
and what you would do in the high north and Norway? 

Mr. Lawrence. No, we have taken most of the best practices 
that we have had from both places looking at what we would do 
in Norway and what we would do in Alaska and compared those. 
Let me just say the development of those standards, we have been 
operating in places like the North Sea for many years. There are 
things such as a safety case, which describes identification of the 
hazards, ways to mitigate and put barriers to those hazards, clear 
roles and accountabilities for that. We support that. We implement 
those in all of the operations that we have. 

If we look at such things as how we would handle mitigants to 
stakeholders in communities, we have the same kind of practices 
in dealing in Norway as we would here. We have looked at dis- 
charge in Norway. How does that compare to discharge in Alaska? 
We have tried to take the best practices from both. So Norway has 
standards. We have strong standards here that protect the environ- 
ment and we comply with and exceed those standards. In Russia, 
we are drilling wells, producing wells in Russia right now. Russia 
has similarly elevated their standards and we have complied with 
those. The difference is the uncertainty in the timeline with which 
you are able to move through those. And they provide clarity so you 
can get to the point in Russia where you are able to drill a well. 

And I would just say finally in Greenland we have now just ap- 
plied for a permitting, but as you know, another oil company actu- 
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ally drilled wells off of Greenland after a much shorter time in ac- 
cessing their permits. 

Mr. Green. Mr. Chairman, it is amazing that we are much slow- 
er than Russia. Thank you. 

Mr. Whiteield. That is a sad state of affairs. Mr. Gardner, you 
are recognized for 5 minutes. 

Mr. Gardner. Thank you, Mr. Chairman, and thank you again 
for your time and testimony and traveling so far to be here to many 
of you. 

But as I have noticed on this committee throughout the short 99 
days that I have been in Congress, there seems to be a lot of things 
that get said that aren’t the truth in terms of how they affect or 
impact the bill. And so I think there is a lot of miscommunication 
and confusion that is out there and the various testimony has pre- 
sented. And so I want to clarify a little bit of this. 

The fact is these ships that people talked about will be and are 
regulated. They are regulated under Title II of the Clean Air Act. 
Is that correct, Mr. Meyers? 

Mr. Meyers. Yes. And as my written testimony points out, EPA 
has been very active in this area over the last 10 years. 

Mr. Gardner. So to say that they are completely exempted, gut- 
ted, is untrue. 

Mr. Meyers. Right. 

Mr. Gardner. And when somebody has a refinery, is the delivery 
truck to that refinery counted as the refinery’s emissions? 

Mr. Meyers. That does not apply. Basically, the Clean Air Act 
contains a definition in 302(z) of a stationary source which excludes 
those emissions resulting directly from an internal combustion en- 
gine for transportation purposes or from a non-road engine — which 
is what a marine vessel is — or a non-rotor vehicle. 

Mr. Gardner. So the train that delivers coal to the factory, the 
UPS truck delivers parts to the dealership, those aren’t counted as 
part of that store’s source. 

Mr. Meyers. I think the issue is — and as this legislation would 
still count those emissions. Those emissions will be counted and ef- 
fectively attributed to the source for other purposes. The issue here 
is whether you are going to regulate a ship as a stationary source. 
And the act doesn’t require that. That is the interpretation. The in- 
terpretation difference between myself and Mr. Grafe’s interpreta- 
tion of the act is he reads Section 165 differently than I do in terms 
of just the statutory construction. So we have fundamental dis- 
agreement on how PSD applies. 

Mr. Gardner. Thank you, Mr. Meyers. And then I have also 
heard that this takes away people’s ability to address their griev- 
ances, to comment. Can you please tell me a little bit about how 
the notice-and-comment period would work under this? 

Mr. Meyers. Well, it doesn’t affect any other procedures. It says 
basically that you have 6 months from the time you have a com- 
plete permit application and then it becomes a final agency deci- 
sion. The issue here that we have been talking about with respect 
to EAB is that EPA is effectively taken a position in filings in the 
court case that the Clean Air Act statutory limits do not apply the 
EAB review. 
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Mr. Gardner. So the assertion that the bill will prevent griev- 
ances from being heard is untrue? 

Mr. Meyers. Yes, basically it will be a shortened process but the 
public process provisions are not amended by the legislation and 
everybody has recourse to file a judicial petition. 

Mr. Gardner. Thank you. Do they need a lawyer to do that? 

Mr. Meyers. Pardon? 

Mr. Gardner. Do they need a lawyer to do that? 

Mr. Meyers. Well, as a lawyer I would say it is advisable 
but 

Mr. Gardner. It is not the lawyer job creation act. 

Mr. Meyers. I believe it would be possible for somebody to ap- 
pear on their own behalf but 

Mr. Gardner. Thank you. And Mr. Sullivan, what certainty 
would the Jobs and Energy Permitting Act provide for businesses 
and job creators in Alaska? 

Mr. Sullivan. Representative Gardner, I think that is the key 
question because what I try to lay out in the written testimony is 
that across the board in terms of exploration and production of hy- 
drocarbons on both state and especially federal lands, there is im- 
mense uncertainty across the board throughout the State of Alas- 
ka. That is why I provided all those different examples. And what 
we see, it is chilling investment companies. They don’t know how 
to make decisions right now. 

Mr. Gardner. This would provide certainty? 

Mr. Sullivan. This would provide significant certainty in 
that 

Mr. Gardner. Thank you. Mr. Lawrence, would the millions of 
acres leased in offshore Alaska where companies like yours have 
not been permitted by the government to drill be included in what 
President Obama refers to as “idled leases” when he talks about 
the use-it-or-lose-it issue? 

Mr. Lawrence. It is particularly painful to me to look at the use- 
it-or-lose-it issue as it would apply to Alaska since I have been try- 
ing to use it for the last 5-1/2 years. 

Mr. Gardner. You have been trying to use this — and thank you. 
That is good enough. 

Before Alaska, what was the longest amount of time you have 
witnessed between a lease being purchased and drilling operations 
commencing for permitting reasons? 

Mr. Lawrence. This is the longest that I have seen for permit- 
ting reasons. 

Mr. Gardner. For permitting reasons, thank you. Mr. Meyers, in 
your testimony, you mentioned that EPA’s regulations promul- 
gating the relevant Clean Air section. Section 328, should not be 
used for the purpose of preventing exploration and development of 
the OCS. However, after over 5 years, that appears to be exactly 
what is happening here. Would you agree? 

Mr. Meyers. Yes, I have not been involved in a lot of this but 
I think that the process has been excessive. 

Mr. Gardner. Mr. Sullivan? 

Mr. Sullivan. Yes. 

Mr. Gardner. Mr. Lawrence? 

Mr. Lawrence. Yes. 
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Mr. Gardner. Mr. Glenn? 

Mr. Glenn. Yes. 

Mr. Gardner. Thank you. Thank you for your time today. I yield 
back my time. 

Mr. Whitfield. Thank you, Mr. Gardner. The gentleman from 
Kansas, Mr. Pompeo, is recognized for 5 minutes. 

Mr. Pompeo. Thank you, Mr. Chairman. I think we have gotten 
to most of the things that I wanted to talk about this morning, but 
I have just a couple of things that I would like to follow up on. 

Now, you may not all see this, but this is not the only place that 
EPA is working against American energy production. It is not just 
offshore. In fact, if you come to Kansas, you will see the same 
thing. You will see the same thing with respect to folks that are 
trying to grow live stock guise. EPA in my judgment has truly en- 
tered a realm that we have not seen in an awfully long time. And 
so when you see them taking rules and contorting them into places 
which do incredible harm to American job creation, I think what 
we are doing here today is just a tiny step along the task that I 
am glad Chairman Whitfield and Chairman Upton are leading us 
down. 

I wanted to ask you, Mr. Lawrence, or perhaps Mr. Sullivan, too, 
so you have been at this since 2006. There was a change in admin- 
istrations then. Have you seen any significant change in the way 
EPA has been responsive to you as the administration changed? 

Mr. Lawrence. I would agree with the comment that was made 
earlier that with the EPA I don’t see this as an administration 
issue. I think it is an issue that sits within the EPA. 

Mr. Pompeo. So it is internal to either the culture or the peo- 
ple — 

Mr. Lawrence. Yes, and again I am not an expert on the inter- 
nal culture. 

Mr. Pompeo. Yes, I understand that. I am becoming one. 

Mr. Lawrence. Yes. 

Mr. Sullivan. If I may, I think what we try to do is lay out ex- 
amples beyond the EPA with regard to resource development in 
Alaska and I do think that there has been a shift with regard to 
resource development and very proactively focused shutdown re- 
source development mindset among a lot of federal agencies, not 
just the EPA. And that is what we try to do on our written testi- 
mony. 

Mr. Pompeo. I appreciate that. I guess my last question or per- 
haps a couple questions, Mr. Grafe, tell me a little bit about your 
practice and who are the funding sources for your practice? 

Mr. Grafe. Well, I don’t have the exact funding sources, but we 
are a nonprofit law firm that represents at no cost communities, 
environmental groups, individuals, so we don’t charge our clients. 
We get money from members who are members of our organization, 
just regular people. We have got some foundation money and if you 
would like I can provide — it is all publicly available. 

Mr. Pompeo. I would appreciate that. Is there any government 
money that comes to you either directly or through grants to foun- 
dations that in turn provide that capital to you? 

Mr. Grafe. No, I don’t think we get 

Mr. Whitfield. Mr. Pompeo, would you yield for just 1 minute? 
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Mr. POMPEO. Yes. 

Mr. Whitfield. What about being awarded legal fees after a case 
has been filed against the EPA? 

Mr. Grafe. Well, against — the Clean Air Act has provisions. 

Mr. Whitfield. But I mean does your law firm receive revenue 
from that? 

Mr. Grafe. Yes, we do receive revenue from 

Mr. Whitfield. Thank you, Mr. Pompeo. 

Mr. Pompeo. Thank you, Mr. Chairman. I appreciate that. I was 
heading that direction but thanks for getting us there more quick- 
ly. I yield back the balance of my time. 

Mr. Whitfield. I am sorry. 

Mr. Pompeo. No, don’t be sorry. I am thrilled. 

Mr. Whitfield. I recognize the gentleman from Virginia, Mr. 
Griffith, for 5 minutes. 

Mr. Griffith. Thank you, Mr. Chairman. Let me ask this of Mr. 
Sullivan. What has Canada’s experience in Arctic drilling proven 
thus far? And I am looking at the geology climate, you know, and 
are there differences? What has Canada’s experience been? 

Mr. Sullivan. Well, right now they have a very active program 
with regard to the oil sands and I think that has been an area 
where, although there is environmental concerns there, they have 
been addressed in many ways and they have very active production 
and investment in that part of Canada that is really creating thou- 
sands if not tens of thousands of jobs. 

Mr. Griffith. How does their regulatory framework compare to 
ours? 

Mr. Sullivan. I don’t know the specifics but we could get back 
to you on 

Mr. Griffith. That would be great but you are under the impres- 
sion that it doesn’t take 5, 6 years to get moving on a project? 

Mr. Sullivan. Absolutely. It doesn’t. 

Mr. Griffith. All right. And then you listed off in your com- 
ments — and they may have been in your written statement but I 
couldn’t find them — the various places that you had visited and 
that you had concerns that the EPA might actually be inadvert- 
ently harming the environment because they were allowing all of 
this production and activity to be pushed into other countries 
where they had no regulation or did not have regulations close to 
the regulations that we have in the United States. Could you ex- 
pand on that for me, please? 

Mr. Sullivan. Sure. I think it is a point that is often overlooked 
because 

Mr. Griffith. Me, too. 

Mr. Sullivan. — ostensibly this very anti-development policy 
that we are seeing in Alaska is supposedly undertaken to protect 
the global environment. We actually think it has the opposite effect 
because if you drive development and production from countries or 
places like Alaska that have world-class environmental standards 
to places overseas that don’t. And as I mentioned, every one of 
those countries I mentioned I have been to, then you from a global 
environmental perspective, you are actually degrading the global 
environment because production is taking place in areas where it 
is not nearly as stringent as it would be in Alaska. 
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Mr. Griffith. Could you tell me what those countries were again 
because 

Mr. Sullivan. I mentioned Brazil, Russia, Azerbaijan, 
Kazakhstan, Saudi Arabia. 

Mr. Griffith. OK. And as a result of not using the energy, would 
you think that it might also be that we are also pushing some jobs 
in a similar vein over there that could be here that would also be 
regulated more here than they would be there? 

Mr. Sullivan. Absolutely. There is no doubt about that. 

Mr. Griffith. And when you talk about the global environment, 
you are talking about climate change and air quality issues, are 
you not? 

Mr. Sullivan. I am talking about degradation to the global envi- 
ronment, yes. 

Mr. Griffith. And wouldn’t it be true that the nations that you 
mentioned, with the exception of maybe Saudi Arabia, all of that 
air is the same air that we are breathing a few days later? 

Mr. Sullivan. Well, not being a scientist, I think it is eventually 
all air that we are all breathing. 

Mr. Griffith. If I told you that there was a NASA study that 
said the air from the Gobi Desert got to the eastern shore of Vir- 
ginia in 10 days, you wouldn’t disagree with that? 

Mr. Sullivan. No. 

Mr. Griffith. And if it is going from Gobi to the eastern shore 
of Virginia, it is probably going from Russia and Kazakhstan to 
Alaska, would you not agree with that? 

Mr. Sullivan. Yes, sir. 

Mr. Griffith. Let me switch to my friend whose name I can’t 
pronounce. Can you pronounce it for me again, ma’am? 

Ms. Ahtuangaruak. Ahtuangaruak. 

Mr. Griffith. It may take me a while to get that down. I have 
some genuine curiosity. I get global warming, rains, floods, caribou 
crossing the rivers. I didn’t get the lack of growth in the plants 
that the caribou would eat once they cross the rivers and the insect 
production for the birds. Can you explain those to me and how that 
plays into this? 

Ms. Ahtuangaruak. The early growth of the plants are very im- 
portant for the calves. And if the calves aren’t able to get across 
the rivers before they break up, they may not get to the impor- 
tant — 

Mr. Griffith. So it is more the river than the plant production? 

Ms. Ahtuangaruak. All of it is related. 

Mr. Griffith. OK. I guess my concern was is that if the global 
warming theory has it that the rivers are flooded, it would seem 
to me that there would be more plant production. Now, I under- 
stand getting across the river. I got that part. Do you see where 
I am going? 

Ms. Ahtuangaruak. Yes. 

Mr. Griffith. Do you agree or disagree with me that there ought 
to be more plants if it is warmer. 

Ms. Ahtuangaruak. We need the animals to be there. 

Mr. Griffith. I understand that. I got that. I followed that part 
of it. I just didn’t follow the other. How about the insects? 



467 


Ms. Ahtuangaruak. With the insects it is related to the environ- 
ment, the water, the growth of the plants, all of those are associ- 
ated. If we are having changes in our environment and less of 
those things that are occurring naturally, it affects the amount of 
the insects that are available for the birds to eat. 

Mr. Griffith. I know this sounds like a crazy question, but it is 
the kind of stuff I actually like. Do you know how many insect spe- 
cies you have in that area? 

Ms. Ahtuangaruak. Not 

Mr. Griffith. I don’t know mine either. I am just curious. 

Ms. Ahtuangaruak. Not specifically. I know there was 114 bees 
at one time studied in Alaska, but that is all I know for sure. 

Mr. Griffith. All right. I appreciate it very much. I yield back 
my time, Mr. Chairman. 

Mr. Whitfield. The gentleman from Louisiana, Mr. Scalise, is 
recognized for 5 minutes. 

Mr. Scalise. Thank you, Mr. Chairman. I appreciate you holding 
this hearing and bringing this legislation. Clearly, I think we have 
seen a pattern for over a year now with this administration, a 
broader sense with EPA, the inability to allow American people to 
go to work, creating American jobs and creating American energy. 
And it has been a big frustration of mine. In south Louisiana, we 
are experiencing — I appreciate the comments that we had on the 
first panel from Senator Murkowski and Senator Begich and our 
colleague Representative Young in the battles that are being fought 
in Alaska. 

And you know, it is very frustrating hearing some of the same 
stories, you know, in the case here, EPA, 6 years trying to get a 
permit for one company to go to explore to create jobs for American 
energy. And you know, we are seeing that in south Louisiana 
where so many of our people are still trying to get back to work 
drilling safely there. And over 12,000 jobs we have lost in the last 
11 months in many cases because the administration is not allow- 
ing our people to go back to work who didn’t do anything wrong, 
who had absolutely nothing to do with the mistakes of BP. These 
were companies who were drilling safely and producing energy for 
this country. 

And you know, it is interesting when you hear the President 
going to Rio and saying we are going to drill in Brazil and then 
he comes back to America and says oh, and we are going to reduce 
American reliance on foreign energy by 1/3. Well, you know, if you 
are shutting down production in America, you are going and brag- 
ging to the people of Brazil that you are going to drill there, and 
then you come back here and say oh, by the way, we are going to 
reduce our imports by 1/3, those numbers don’t add up. And the 
American people, I think, get that. When you see the skyrocketing 
price of gasoline, I mean maybe their approach is if they let the gas 
prices get so high, then there would be a reduction in demand but 
it is because our economy would be crippled. And that is not a posi- 
tion we can allow ourselves to be in. 

And so I have got a few questions for the panel here. I will start 
with Mr. Sullivan. You know, we have heard statements from the 
administration that, you know, America doesn’t have the resources 
and we need to get it from other places because we have got less 
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than 2 percent of the world’s reserves, but yet I hear that there are 
a lot of — especially with the new technology that is out there — 
there is a lot more reserves that we have in this country that are 
prohibited by the Federal Government from even being explored. 

So Mr. Sullivan, from your experience in Alaska, what would you 
respond to in relation to those claims by the administration that 
less than 2 percent of the world’s reserves are in America? 

Mr. Sullivan. Well, I think first of all, the U.S. Geological Sur- 
vey in 2008 showed that the North Slope of Alaska has estimates 
of 40 billion barrels of convention oil, 236 trillion cubic feet of gas, 
and it noted that that is probably the largest area of oil in the Arc- 
tic of all the other countries. And that is just conventional. When 
we are talking about heavy and viscous and shale oil, you are going 
into several billions more barrels. 

So I think one of the important things we wanted to make sure 
the committee was aware that Alaska remains a world-class hydro- 
carbon basin compared to any other place in the world. It could 
supply America for decades. 

Mr. ScALiSE. And I appreciate that because I have heard similar 
numbers. I think Senator Begich said 40 to 60 billion barrels that 
they want to go and be able to explore for in Alaska, you know, of 
course, in the Outer Continental Shelf. In south Louisiana, there 
are many areas of the shelf that are closed off from exploration 
that have vast amounts of reserves as well. And of course, with the 
new technologies, the ability to go and explore and extract and of 
course the jobs that go with it. 

I want to ask Dr. Goldsmith, in terms of jobs lost, opportunity 
lost, energy security lost, by putting these delays in place, by hav- 
ing administrative bureaucracies shutting off our ability to go and 
access these 40 billion or more barrels, what does that mean in 
terms of jobs lost in America and energy security lost in America? 

Mr. Goldsmith. Well, I think the biggest risk is postponement 
so that the pipeline shuts down. And that would have the most 
dramatic effect on jobs both in Alaska and nationally. You would 
be talking about 100,000 jobs in Alaska and probably the same 
amount in the rest of the U.S. for sure. 

Mr. ScALiSE. So 200,000 jobs just on the effect — if I could, Mr. 
Chairman, I want to submit for the record — this is a letter from the 
Alyeska Pipeline Company, a company that operates the pipeline. 
And they do detail the importance of the pipeline and how 

Mr. Whitfield. Without objection. 

[The information follows:] 
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The Honorable Edward Whitfield 
Chairman 

Subcommittee on Energy and Power 
Committee on Energy and Commerce 
U S. House of Representatives 
2125 Rayburn House Office Building 
Washington, DC 20515 


The Honorable Bobby Rush 
Ranking Member 

Subcommittee on Energy and Power 
Committee on Energy and Commerce 
U.S. House of Representatives 
2125 Rayburn House Office Building 
Washington, DC 20515 


Re: Hearing on the American Energy Initiative, April 13, 201 1 
Dear Chairman Whitfield and Ranking Member Rush: 


Thank you for the opportunity to contribute to the American Energy Initiative hearing by providing 
information about declining throughput on the Trans Alaska Pipeline System (TAPS), a system which 
every day transports about 12% of domestic U.S. crude oil production. As the President of Alyeska 
Pipeline Service Company, I write to you on behalf of our 800 employees and 800 additional contract 
employees. 


Since coming to Alyeska in January of this year, the question I have received most often is: When will the 
declining flow of crude oil in our pipeline become a problem? My response is simple: We have a problem 
now - today. It is just not something that is going to be an issue at some point down the road. And the 
challenges caused by declining throughput will only increase If the decline is not reversed. Stopping our 
steady decline and increasing throughput in the Trans Alaska Pipeline System is an urgent concern for 
everyone who works on TAPS, for our owners, for Alaska, and for our country. 

TAPS was designed as a 48-inch warm-oil pipeline. At its peak throughput in the late 1980s, we were 
moving about 2.1 million barrels of oil per day. Since 1989, we have experienced a steady decline in 
crude coming off of the North Slope. Today, our average throughput is about 640,000 barrels a day. If 
new supplies do not come into the pipe, we expect an annual decline of between 5 and 7 percent. At one 
time, according to Energy Information Administration data, TAPS delivered about 25 percent of our 
nation’s domestic crude oil supply. In 2010, TAPS delivered about 12.4 percent of our nation's oil 
production. 

The declining throughput is creating increasingly complex challenges for Alyeska. The most pressing 
decline-related issue facing us today is the temperature of the oil in the pipeline. The temperature of the 
crude oil declines as flow rates decline. With lower flow rates it takes lohger for the oil to travel from the 
North Slope to Valdez, which allows more time for the oil to cool. Temperature of the oil will continue to 
drop as throughput declines. Eventually, in the not so distant future, the oil temperatures could become 
cold enough for ice to form in the pipeline during normal operations. 
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In 1989, with throughput peaking at 2.1 million barrels a day, it took oil approximately four and a half days 
to move 800 miles from Pump Station 1 to the terminal. Today, each barrel takes approximately 14 days 
to reach our terminal in Valdez. At 500,000 barrels per day, it will take the oil 18 days to travel the 
pipeline. At 300,000 barrels per day, it will take a month. Longer transit time increases risks, and during 
any winter shutdown water can settle and turn to ice, creating conditions that could block or damage 
valves, pumps, and other sensitive equipment on restart, potentially causing an extended interruption to 
our operation. 

The challenges related to declining flow were made abundantly clear during an unscheduled winter 
shutdown we experienced in January. That event was a wake-up call for Alyeska, as it should be for 
Alaska and all Americans. 

The shutdown started on January e", when an employee on routine rounds at Pump Station 1 discovered 
a leak contained in our booster pump building. Throughout the incident recovery, we experienced no 
serious injuries and no adverse impacts to the environment. However, we did have a leak and we 
needed to fix it rapidly. Our employees and contractors immediately started designing and engineering 
bypass piping to circumvent the leak site and allow us to restart. 

While this design work was going on, the impacts of declining throughput were evident. Although lower 
throughput has impacted our operations for several years, it had never been as pressing and critical a 
factor as it was during this January event. Carefully weighing risks, we decided the most prudent course 
of action was to do an interim restart to slow temperature decline along the mainline, even though oil 
would continue leaking into the containment basin at Pump Station 1 , This decision was driven by 
potential issues related to ice and wax buildup in the line, plus the fact that we had scraper pigs in the line 
that we needed to remove or capture before they became an impediment to a safe restart. It would have 
been a far greater risk to remain shut down. 

Restarting helped warm the oil while the Pump Station 1 bypass was fabricated and assembled and 
allowed us to move the pig that wras upstream of Pump Station 8 into a pig trap line at that pump station. 
Moving that pig off the mainline was critical. We were concerned about what would happen if that pig 
came up against concentrations of wax and ice. Without intervention, that pig could have pushed the ice 
and wax into equipment and disabled the line. If ice damaged our mainline pumps, we would risk shutting 
down the pipeline for weeks or even months 

When we were fully prepared to install the bypass piping at Pump Station 1, we shut down again and got 
the job done quickly and safely. We safely restarted after being shut down a combined 142 hours. 

During this event, the crude oil in the majority of the pipeline was between 29 and 40 degrees Fahrenheit. 
About 1 00 miles of the pipeline, located in interior Alaska, cooled to minimums between 29 and 30 
degrees Fahrenheit. After restarting the line and restoring operations, we ran specially designed pigs 
through the line to reduce the risk of damage from our standard hard pig. 

There are other serious challenges besides falling temperature associated with declining throughput. 
Some of these challenges are associated with what happens with the small amount of water contained 
within crude oil. For current throughputs of roughly 640,000 barrels a day, water typically travels along in 
the crude in small droplets. Once throughput drops below 500,000 barrels a day, the water is expected to 
separate out in a flowing layer at the bottom of the pipe. This will increase water concentrations, 
especially at low-lying points on the pipeline, and where the pipeline has upward slopes. During an 
extended TAPS winter shutdown or at low flow rates, the iocations where water accumulates may freeze 
and impact the pipeline's ability to restart or maintain flow. Water buildup within TAPS could also create 
conditions conducive to ice formation within the flowing oil stream. We were concerned about this risk 
during our January shutdown. Assuming we have a 5-7 percent decline a year, we wiil drop below 
500,000 barrels per day sometime around 2014 or 2015. 
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Engineering analysis and testing indicates that freezing of water in the oil during flowing conditions would 
be very likely if crude oil temperatures decrease below the freeze point. The operational impacts of ice 
formation in flowing conditions could include disabling mainline valves, accumulations of ice at tees, 
bends, valve bodies and pump strainers, and large accumulations of ice during pigging operations. The 
Ice could damage relief valves, mainline pumps or other sensitive equipment. 

Wax deposition and precipitation on pipe walls can become a problem in declining flow conditions. Crude 
oil Includes paraffins, asphaltenes and other naturally occurring substances that are present in a liquid 
phase at higher temperatures and tend to drop out of the crude or deposit on the pipe wall as temperature 
drops. Wax can build up on the pipe walls, potentially creating an environment for corrosion to occur. 
Excessive accumulation of wax can also cause pressure differentials along the pipeline, resulting in less 
efficient oil movement. Wax precipitated and entrained within the crude oil stream can settle to the 
bottom of the pipe during pipeline shutdowns and at lower flow rates. This can create excessive 
accumulations in front of pipeline pigs. 

A further potential operational issue associated with declining flow rates in Alaska is frost heave. TAPS 
was designed as a warm oil pipeline and buried in thawed and thaw stable frozen soil. In areas where the 
warm pipeline caused melting that would result in excessive settlement, the pipe was insulated, elevated 
above ground, and supported to keep the permafrost frozen. With declining TAPS throughput and 
associated declining temperature, the soils underlying the buried pipe will freeze. Should this occur, in 
certain soil conditions, ice lenses will form under the pipe which could cause differential pipe 
displacement If we were to do nothing to intervene and heat the crude oil, we anticipate through 
engineering analysis that TAPS would face potential for initiation of the formation of problematic ice 
lenses under the pipe at a flow rate of approximately 350,000 barrels a day. 

We are currently taking multiple actions to respond to declining throughput. We are constantly monitoring 
and adjusting our pigging program. We have increased our use of cleaning pigs to minimize the potential 
impact of wax accumulation on oil movement and pipeline integrity. As noted earlier, we adjusted our 
pigging after the January shutdown. We expect pigging to continue to challenge us as we move into the 
future and manage our way through further declining throughput. 

We are also looking at ways to add heat to the line. This may include installing oil heating units at 
strategic locations to maintain operational crude oil temperatures. It could also include adding insulation 
to the pipe at some of the sites that are known to be the coldest. This could assist in minimizing the 
operations of heaters. We may also use some of our offline pump stations during winter operations to 
recycle crude oil to keep the temperatures up. Additionally, we need to analyze the capabilities of our 
instrument pigs at declining flow speeds. 

These measures are not quick, they are not cheap, and they involve complex solutions to a complex set 
of problems. 

During the January response at Pump Station 1, we founc ourselves in new territory, driven by the very 
real risks of a cold-weather shutdown in the face of declining throughput. We knew it wasn't just TAPS 
that was threatened, but North Slope operations, Alaska's people, our economy, and the nation's energy 
security. If we were unable to supply crude to a refinery at North Pole, the heating oil supply for interior 
Alaska would be out off; a life safety issue In interior Arctic Alaska. The work we did would normally take 
months to plan the project, obtain materials, complete required permitting, inform stakeholders, and 
ultimately, execute the work. We did it in days. We felt tremendous urgency to get the line back up safely 
and efficiently. All told, the response of our personnel, often in conditions of -20 to -30 Fahrenheit, was 
extraordinary by any means. 
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Our bottom line is simple: We need more oil in our pipeline. TAPS viability depends on political will for 
Alaska oil development. Our future depends on increasing safe and responsible production in Alaska. 
For this reason, we truly appreciate the committee's work on this issue. 

Sincerely, 

. ; 

Thomas jr^arrAtt 

cc: The Honorable Fred Upton, Chairman 

Committee on Energy and Commerce 

The Honorable Henry Waxman, Ranking Member 
Committee on Energy and Commerce 
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Mr. ScALiSE. Less than 2 years ago I got to go to Alaska and we 
went to Prudhoe Bay. We went to Section 1002 of ANWR, which 
is talked about a lot. As Senator Murkowski said, you know, this 
is something we still ought to pursue as well. You know, and these 
are areas that Section 1002 of ANWR is not the visuals that a lot 
of people see with, you know, fields and caribou running around. 
Section 1002 looks just like Prudhoe Bay and yet it is closed off 
from production and a vast amount of reserves there. 

And we went to the pipeline where, you know, the threats from 
some of the same radicals who shut down exploration in Alaska for 
oil were saying don’t build the pipeline. You will eliminate the car- 
ibou population. And we saw caribou everywhere around the pipe- 
line. And they said I think the population has tripled because the 
caribou actually thrive in the environment because of the warmth 
of the pipeline. You know, you don’t hear them revising those false 
statements. And you know, and yet they come out and just try to 
shut off more things. 

So I don’t know if. Dr. Goldsmith, if you want to address, you 
know, not only what they said but the lifespan — what happens if 
no new areas are opened up and the pipeline does in fact dry up? 
What kind of resource would our country be losing? 

Mr. Goldsmith. Everybody has a different estimate of what the 
ultimate resources are on the North Slope but whoever estimates 
you accept, they are huge. And without the pipeline or some alter- 
native means of getting that resource to market, we are losing a 
tremendous opportunity for the Nation. 

Mr. SCALISE. Thanks. And final question, Mr. Lawrence. I know 
you talked about the use-it-or-lose-it provisions. We are experi- 
encing that, too, in the Gulf where companies are not able to go 
and explore their leases because the Federal Government is not al- 
lowing them to, yet the clock keeps ticking. So it is like the referee 
is holding the ball and the clock is running and you are down by 
one, you just want the ball to take your shot and the ref is letting 
the clock run out. So I guess that is what you are experiencing 
with the 6-year delay you have had? 

Mr. Lawrence. Certainly in Alaska, but remember, we are also 
very active in the Gulf of Mexico. We had just made 5 discoveries 
in a row and we would very much like to appraise those discoveries 
and bring those online and we are delayed in that. It is a very dif- 
ficult challenge requiring the best of our technologies to be able to 
go from a lease to finding the prospect, to finding the drill site. And 
if you look at some of the major developments in the Gulf of Mexico 
that have had — it takes that lease period to be able to apply that 
technology appropriately to be able to develop the lease and 
produce the oil and gas. 

Mr. Scalise. Thank you for your comments. Thank you, Mr. 
Chairman. I yield back. 

Mr. Whitfield. The gentleman from Texas, Mr. Olson, is recog- 
nized for 5 minutes. 

Mr. Olson. I thank the chair. I thank the witnesses for coming 
today for your testimony and your expertise. Home stretch. Last 
Member of Congress asking questions. My focus is going to be on 
three issues here. First of all. Shell’s experience up there in the 
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Chukchi Seas, lessons learned from the Gulf of Mexico spill, and 
the impact on Alaska of the oil and gas industry on the economy. 

And first of all, my question again for you, Mr. Lawrence, and 
Shell, I have many Shell employees in the district I represent and 
according to the testimony that many of you have put forth today 
and hy the Alaska Delegation, Shell Oil Company again talks with 
EPA in February of 2006, so over 5 years ago, the start of a process 
that has yet to conclude. The EPA has twice issued permits and 
the EAB has twice remanded the permits citing inadequate anal- 
ysis and support. My question for you, Mr. Lawrence, what specifi- 
cally do you recommend that this Congress does to make EPA do 
its job? 

Mr. Lawrence. I think what we are looking for is first, the EPA 
should provide clear, thorough, robust recommendations in a timely 
fashion such that we can make the requisite business decisions 
that we need to make to invest for oil and gas in this country. Now, 
very specifically what we are recommending is three things. The 
first is we need simple clarity on where we will measure these 
emissions relative to the major source. And we would recommend, 
again, that that would be placed as a definition at where the fence 
line is. And we could say that the most logical place for that would 
be where the communities are. So that would be number one. 

The second thing that we would like to do is to say when we look 
at this clear definition of when it becomes a source. And that 
should not be very complicated. I would submit that something be- 
comes a stationary source either when you start drilling — that 
would be the simplest way to do it — or you might say when you set 
anchors. Choose the simplest. Tell us what that is. That is what 
we will comply with and that is what we will move forward. 

And the third is that provide a time frame when those decisions 
must be taken because as I say, when the time frame for the proc- 
ess is significantly longer than when the drilling window is open, 
that simply precludes you from being able to make progress. And 
we would recommend a 6-month time frame. 

Mr. Olson. How does this unpredictable regulatory environment 
impact the investment up in Alaska? To put it another way, based 
on your experience up in the Chukchi Sea, why would any invest- 
ment company go up there and invest in oil and gas? 

Mr. Lawrence. As the company that is responsible for having in- 
vested the $2.1 billion there, I think it is a great question. Every 
day, every month that goes by you have that money sitting there 
not being invested in other places that you could have invested 
those dollars. What that does, it really applies increased risk to 
where you are going to make those investments. And as we all 
know, in an environment of increased fiscal risk and increased un- 
certainty, that tends to drive investments elsewhere. 

Mr. Olson. Thank you for the answer. I will use the microphone 
this time. But I am going to have to cut this a little bit short so 
I just want to talk about the impact of these regulations on the 
Alaskan economy. And we have had testimony here from many of 
you. I heard as I was walking down, 90 percent of the revenue that 
Alaska generates comes from the oil and gas industry? And so I 
mean what are the impacts of these regulations on Alaska’s budg- 
et? Without it, I mean, how can you maintain the quality of life for 
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the Alaskan people? And I would like to ask that question, Mr. Sul- 
livan, Mr. Glenn, and Ms. — let me make sure I get this right, the 
pronunciation, I want to apologize — Ms. Ahtuangaruak. All right. 

Mr. Sullivan. Well, I will begin. We are very concerned about 
the TAPS throughput issue. We don’t think that that needs to be 
the destiny of Alaska or the country to have continued throughput 
decline. And that was another reason I mentioned our governor, we 
have set out a goal for a million barrels through the TAPS in a dec- 
ade, and we think it would be great if the Congress could support 
and make that a national priority. But if that continues or, as we 
had this winter, a shutdown, it would be devastating not only to 
the government funding, which is where we get the majority of our 
government funding, but also to the broader economy, as Dr. Gold- 
smith mentioned. 

Mr. Olson. Mr. Glenn? 

Mr. Glenn. For the continued operation of the pipeline is the 
lifeblood of our State, and most immediately, it is the single factor 
that has improved the quality of life for the people in our region. 
We are talking about where it is a huge technical problem just to 
flush a toilet or have safe running water. It is these quality-of-life 
improvements that have come to these far-flung communities has 
only been due to the presence of a stable oil and gas industry in 
our region. 

Mr. Olson. Mr. Goldsmith, I would ask you to be quick here. 

Mr. Goldsmith. I would just agree with what Mr. Sullivan and 
Mr. Glenn had said. Oil revenues are 90 percent of the total and 
without them I don’t know how we would pay for education, health, 
other basic services throughout the State. 

Mr. Olson. Thank you, sir. And finally, last but certainly not 
least. Mayor Ahtuangaruak. 

Ms. Ahtuangaruak. Thank you. Shutting down the TAPS would 
definitely hurt many people but it should not be at the cost of the 
health of the people that are around the areas of oil and gas devel- 
opment. 

Mr. Olson. Thank you, ma’am. I thank the witnesses and thank 
the chair. 

Mr. Whitfield. Well, I also want to thank the witnesses. We ap- 
preciate you being here. I know many of you came from very long 
distances and your testimony was really important as we consider 
this discussion draft introduced by Mr. Gardner. And with that 
this 

Mr. Rush. Mr. Chairman, I would like to submit for the record 
a Rule 2 letter signed by all the minority members of the sub- 
committee which requests 

Mr. Whitfield. Is it Rule 2? 

Mr. Rush. Rule 11. Sorry, Rule 11 letter signed by all the mem- 
bers of the minority that requests an additional subcommittee 
hearing with the EPA representatives before the subcommittee 
markup on this bill. 

Mr. Whitfield. Well, I think the letter has been given to staff, 
but thank you very much. We will certainly take it into consider- 
ation. 

[The information follows:] 



FRED UPTON, MICHIGAN 
CHAIRMAN 
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HENRY A. WAXMAN, CALIFORNIA 
HANKING MEMBER 


ONE HUNDRED TWELFTH CONGRESS 

Congress of tlje ©niteb ^tateg 

S^ous'f of Kcprcstiitntibes' 

COMMITTEE ON ENERGY AND COMMERCE 
2125 Rayburn House Office Building 
Washington, DC 20515-6115 

Majc-rltv m2i 22^-2521 
'.'inoritv ‘tOZl 225 -364^ 


April 13,2011 


The Honorable Ed Whitfield 
Chairman 

Subcommittee on Energy and Power 
House Committee on Energy and Commerce 
2125 Rayburn House Office Building 
Washington, DC 205 1 5 

Dear Chairman Whitfield: 

Pursuant to clause 2(j)(l) of rule XI of the Rules of the House of Representatives, we arc 
writing to request that at least one additional day of hearings bo conducted on the subject of 
today’s hearing on draft legislation to amend section 328 of the Clean Air Act. Wc further 
request that this hearing be scheduled before the Subcommittee marks up legislation on this 
subject. 


In particular, wc believe that the Subcommittee should hear from the U.S. Environmental 
Protection Agency in order to fully understand the elTects of this Iegi,slation. Since EPA is 
responsible for implementing the Clean .Air Act and has deep expertise in the law and in the 
regulated activities, it only makes sense to hear from the agency prior to marking up legislation. 
Other relevant witnesses would also provide value to the Committee’s examination of this issue. 

Last week, Ranking Members Henry' Wuxman and Bobby L. Rush asked that an 
additional legislative hearing be planned if today’s hearing moved forward without EPA. 
Yesterday, Ranking Member Waxman reiterated this request. There has not been a response to 
these requests. That is why we are invoking our right under rule XI to request such a hearing. 
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We look forward (o selling a mulually acceptable time and place for the additional 
hearing to garner leslimoiiy from witnesses that we have selected, and we thank you for your 
consideration of our request. 


Sincerely, 



cc: The Honorable Fred Upton 

Chairman 

Committee on Energ)' and Commerce 
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Mr. Whitfield. And I would say once again that we did invite 
EPA, and the EPA administrator was on the Hill today. But we 
have got the letter and we are taking it under consideration and 
we will be back in touch with you quickly. 

With that, the hearing is concluded, and there will be 10 days 
for additional materials to be entered into the record. Thank you 
very much. 

[Whereupon, at 12:47 p.m., the subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 
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Statement of Energy and Commerce Committee Chairman Fred Upton 
Energy and Power Subcommittee Hearing on the American Energy Initiative 
Day 4: Focus on the Discussion Draft of the Jobs and Energy Permitting Act 

AprillJ, 2011 

(As Submitted for the Record) 

The American people face rising gas prices, stubbornly high unemployment, and a 
growing deficit. Meanwhile, the state of Alaska is ready, willing, and able to do its part in 
addressing all three, if only the federal government would allow it. That is what the discussion 
draft of the “Jobs and Energy Permitting Act of 201 1“ is all about - getting government out of 
the way so Americans can benefit from the resources available to us. 

This is the fourth segment of our multi-day hearing on the American Energy Initiative. 
Today’s focus is on a proposal to ease permitting delays and other federal impediments that are 
preventing offshore leases in Alaska from moving forward. While the permitting delays off the 
Alaskan coast have drawn a great deal of attention, this proposal would promote offshore 
production elsewhere as well. 

Mr. Gardner released the Jobs and Energy Permitting Act as a discussion draft, an 
approach we have used a number of times this year to promote transparency and produce 
stronger legislation. Based on what we learn from today’s hearing, as well as constructive 
comments from others, we hope to refine the Jobs and Energy Permitting Act into a bill that will 
finally tear down some of the bureaucratic barriers to American energy development and help 
turn the tide on rising energy costs. 

Just consider the benefits that could come from this simple proposal. Beyond producing 
energy and generating billions in federal, state, and local revenues, Alaskan offshore production 
is estimated to create between 40,000 and 50,000 jobs. And if offshore Alaskan oil is added to 
our other domestic energy production, it is enough to reduce our dependence on foreign oil by an 
estimated one million barrels, which would substantially increase our energy independence and 
help contain future price spikes. 

In other words, Alaskan offshore production means more energy, more revenues, and 
more jobs. This should be a no-brainer. Yet critics continue to object, obstruct, and delay. 

It is worth noting that increased Alaskan oil production is not a controversy in Alaska. It 
enjoys strong bipartisan support among state officials and the Alaskan delegation here in 
Washington. We welcome that delegation here today to share their views about what is best for 
their state and for our national energy strategy as a whole. 

I look forward to today’s discussion as we kick off our Jobs and Energy Permitting Act as 
the next addition to the American Energy Initiative. 
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This is an issue that has been on my radar for a while now and I hope that we 
can come to resolution on this. 

Representing a heavily industrialized area that is naturally sensitive to air 
quality issues, I appreciate how the EPA’s enactment of Clean Air Act 
provisions has positively attributed to our goal of cleaner air. 

However, when I hear that in the five years since Shell first sought to explore 
in Alaska, Shell has drilled over 400 exploration wells around the world and 
they still do not have their permit for one single exploration well, something 
is clearly wrong with the process. 

I have remained hopeful that the barriers to exploring in Alaska’s Outer 
Continental Shelf would be addressed but it seems that we continue to find 
ourselves in a place where the permit will perpetually volley between the 
producer, EPA, and the Environmental Appeals Board with no movement 
towards a final decision. 

The Jobs and Energy Pemiitting Act would rectify several of these process 
questions so that we can safely and responsibly produce our natural resources 
in the Arctic Ocean. 

1 have long been a supporter of safe and responsible drilling on the Outer 
Continental Shelf as these resources are a vital source of energy for the U.S. 

With skyrocketing fuel costs, it is imperative for the U.S. to diversify our 
energy sources by exploring this area; this bill is the first step in this process. 
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[DISCUSSION DRAFT] 


112TII CONGRESS 
1st Session 


H.R. 


To amend tlii^ Clean Air Act regiinliiig air pollution IVoiii Outer ('ontiiieiitai 
Shelf aetieities. 


IN THE HOUSE OF KEPRESENl'ATIVKS 


.M _ iutroilucod the following hill; wliidi was refenvd to the 

('oiniiiitti'c on 


A BILL 

To amoud tlie Oloau Air Art resrarding air pollution from 
Outer Continental Shelf actiOties. 

1 Be it enacted hy the Senate and House of Rep resent a - 

2 tives of the United States of America in Corup’ess assembled, 

3 SECTION 1. SHORT TITLE. 

4 This Act may be cited as the ‘Mobs and Energy Fer- 

5 mitting Act of ‘2011”. 

6 SEC. 2. AIR QUALITY MEASUREMENT. 

7 Section 328(a)(1) of the Clean Air Act (42 U.S.C. 

8 7627(a)(1)) is amended by inserting' before the period at 

9 the end of the second sentence the following: exeejit that 


f:\VHLC\04061 1\04061 1 .1 75.xml 
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1 any air (piality impact of any OCS source sliall t)e tueas- 

2 urcd and determined solely mtli respeed: to tlie impacts 

3 at an onshore location in the corresponding onshore area”. 

4 SEC. 3. OCS SOURCE. 

5 Section 328(a)(4)(C) of the Clean iMr Act (42 U.S.C. 

6 7627(a)(4)(C)) is aiiKnided in the matter following- elans(' 

7 (iii) by striking “shall be considered direct emi.ssions from 

8 the OCS source” and in.serting “shall be considered direct 

9 emissions from the OCS source but shall not be subject 

10 to any emission control reiiuirement applicable to the 

11 source under .subpart 1 of [tart C of title I of this Act. 

12 For platform and drill ship ex])loration, an OCS source 

13 is established tit the ))oint in time when drilling acthdty 

14 commence.s at a locaition and ceases to exist when drilling 

15 aetirity ends at such location.”. 

16 SEC. 4. PERMIT APPLICATION. 

17 Section 328 of the Clean Air Act (42 TI.S.C. 7627) 

18 is amended by adding at the end thereof the following: 

19 “(d) Ih-iHMiT i\prLi(.,'ATiox, — In the case of a com- 

20 ]jleted apjdication for a i»nnit under this Act for an OCS 

2 1 source— 

22 “(1) final agency action shall be taken not later 

23 than 6 months atter the date of filing such com- 

24 plcted a])plieation; 
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1 “(2) sueli final aj^oncy action sliall Im' (‘.onsid- 

2 ei‘e<] to be nationally apjilii^able imcler section 

3 307(1)); and 

4 “(3) judicial re\4ew of such final ag'cncy action 

5 shall be available only in accordance with such sec- 

6 lion 307(b) without additional administrative nniew 

7 or adjudication, except for a jictition for reconsidcr- 

8 ation tiled by the aiiplieant i)ursuant to section 

9 307(d)(7)(B).”. 
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Subcommittee on Energy and Power 

Hearing on the Jobs and Energy Permitting Act 

April 13, 2011 

Shell Dave Lawrence Answers to 

Questions from the Honorable Henry Waxman 

Q.l. In addition to the Clean Air Act permits, how many other permits do you still need to 

obtain prior to starting drilling on your proposed exploration wells? When do you expect 
to receive each of those permits? 

A.l. Shell needs about 35 major permits/authorizations from federal and state agencies to 

execute the full 2012 exploration drilling program in Alaska's Outer Continental Shelf (OCS). 
We anticipate, based on past experience, that most of these permits will be received in a 
timely manner that allows safe mobilization of the people, equipment and vessels to do the 
work. The timing for delivery of several key federal permits is less certain, because the 
responsible agencies have not provided clear timelines. 

We are hopeful that these federal permits will be delivered in a timely manner. EPA 
Region 10 advises that the air permits will be issued in September or October. The 
Department of the Interior jDOl) indicates that it will process our Exploration Plans (EPs) 
and associated Applications for Permits to Drill (APDs) as expeditiously as possible. The 
National Marine Fisheries Service (NMFS) is responsible for issuing incidental Harassment 
Authorizations (IHAs), but has not provided a clear timetable. 

Q. 2. As of December 2010 when EAB remanded the air permits, what steps remained to be 

taken on each of the necessary permits other than the air permits, and when would each 
of those steps likely have been completed? What assurance did you have that you would 
have obtained each of these permits in time to allow your planned 2011 exploration 
program to proceed? 

A.2. As of December 2010 when EAB remanded the air permits, Shell had submitted or was 

preparing to re-resubmit applications for the required permits needed to execute the 2011 
Beaufort Sea exploration program. Shell believed these permits could be delivered in a 
timely manner for the 2011 drilling season, because (1) the President had public stated 
support for exploration in Alaska's OCS; and (2) Shell had five years of experience applying 
for and receiving an array of permits to do Alaska OCS seismic and shallow hazard surveys 
and exploration drilling (although drilling not executed). The permits were expected to be 
delivered in time for 2011 drilling. 

Q. 3 If you began exploration as proposed this year, when would full scale production 
commence? 

A.3, Exploration and appraisal, which is critical to informing development decisions, is likely a 

multi-year process. In a predictable and efficient regulatory environment, production could 
begin as early as ten to fifteen years after this exploration and appraisal phase. 
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Q. 4. At the hearing, you were asked: "do you think it is fair to allow only oil companies and no 
one else to request administrative reconsideration of a permit?" In your oral response to 
this question, you stated that you comply with regulatory requirements, you welcome 
input, you consult with other parties, and you support allowing comments to EPA on a 
permit. You did not address the question of whether it is fair to provide a procedural right 
of administrative appeal only to the permit applicant, and not to any other party. 

Do you think it is fair to allow only the permit applicant and no other Interested party to 
request administrative reconsideration of a permit decision by EPA? If you answer yes, 
please explain how your position comports with our longstanding traditions of providing 
equal rights of appeal to all parties to a judicial matter. 

A. 4. This provision in the discussion draft bill is, as I understand it, an effort to ensure timely 
delivery of air permits -- a goal Sheil firmiy supports. Should Congress determine that 
changes to the reconsideration process are appropriate to ensure timely delivery of air 
permits, there could well be other approaches, e.g., eliminating the agency reconsideration 
step for all parties; or allowing ail parties to seek reconsideration as long as the issued air 
permit is effective for use and is not stayed during the reconsideration process. 
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